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Mr. Gary. The committee will please come to order. Today we 
are beginning the hearings of the Subcommittee on the Treasury and 
the Post Office of the budget requests for the fiscal year 1960. 


NEW MEMBERS OF THE COMMITTEE 


Before we start our hearings, however, I would like to say that the 
committee has some new members. We are sorry that we have lost 
the services of Mr. Sieminski, Mr. James, and Mr. Wilson, all of whom 
had served on this committee for a number of years, and had served 
ably and well. 

We are fortunate, however, to have these members replaced by other 
able members. We have Mr. Hugh Alexander, the new member on 
the Democratic side of the committee. Mr. Alexander is not a stran- 
ger to this committee because he sat with us during the hearings last 
year, and he is very familiar with the work of the committee. 

On the Republican side, we have Mr. Pillion and Mr. Conte. We 
welcome those gentlemen to the committee, and may I say for the 
benefit of the new members that this committee is not always unani- 
mous. We do have differences of opinion, but I am happy to say 
that the members in the past have pa agreed that the Treasury 
and Post Office Departments are two Departments of the Government 
in the operation of which there should be no partisan politics. There- 
fore, the committee has throughout the years refrained from partisan- 
ship, and I hope that we can continue to conduct the affairs of the 
committee in that atmosphere. 
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Certainly, the Treasury is one of the most important Departments 
of the entire Government. The collection of the revenue, and the 
—— of the revenue are the most important functions of the entire 

overnment. 

It collects our revenue; it disburses our revenue. Right at the pres- 
ent time with the tremendous amount of revenue which is being col- 
lected and spent, the Department has a most important job to perform. 

In addition, it has to finance and handle our national debt; also 
under the Treasury Department are two other very important divi- 
sions of our Government, the Bureau of Customs and the United 
States Coast Guard. These duties are purely nonpartisan in nature 
and should not be considered in a partisanship manner. 

The Post Office Department is in the same position. Its duty is to 
service this country with mail, and I do not know of anything that 
comes closer to the people than the delivery of its mail. They do not 
care whether it is delivered by a member of the Democratic or 
Republican Party. They want it delivered. They want it delivered 
on time, they want it delivered efficiently, and they want it delivered 
economically, and that should be all that this committee is concerned 
with. 

I yield to Mr. Canfield, the minority of this committee. 

Mr. Canrtetp. Mr. Chairman, I am very glad that you are chair- 
man of this subcommittee. We could not have a finer chairman. I 
do not believe we could have a finer committee. 

I agree with our chairman, Mr. Secretary, in what he has said 
about the importance of our assignment and our approach to our 
responsibilities down through the years. This committee bears a 
splendid reputation, and as the chairman has said, we engage in very 
few divisions; and when we do so, they are always in good taste. We 
do not indulge in partisanship. 

Now, I would hike to say a word or two, Mr. Chairman, if you 
please, about the two minority members of our subcommittee after I 
salute again our good friend and colleague, Mr, Alexander, who has 
rendered most effective service on the House Appropriations Com- 
mittee and now sits with us as a regular member of our panel. 

Congressman Pillion, who sits at my right, is a native of Hamburg, 
N.Y. He is a graduate of Cornell University, where he obtained an 
LL.B. degree. He is a member of the New York State bar. After 
an extended practice of the law, he served as a city court judge and 
corporation counsel for the city of Lackawanna. He has been also the 
operator of a fruit and vegetable farm in Niagara County for many 

ears. 

Prior to being elected to the 83d Congress on November 4, 1952, 
he served for 9 years in the New York Legislature. He has been a 
member of the Interior and Insular Affairs Committee of the House. 

Regarding Congressman Conte, our new Member from the Berk- 
shires, of Massachusetts, he has been a factory worker, a press me- 
chanic, a World War II veteran, a practicing attorney, and for four 
successive terms, he served as senator in his State’s legislature. In 
1956, when he ran for reelection for the State senate, he had the un- 
usual distinction of receiving the nomination from both the Repub- 
lican and Democratic Party. Certainly, he must have been the 
people's choice. Thank you, Mr. Chairman. 
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COMPARISON OF BUDGETS FOR 1959 AND 1960 


Mr. Gary. We will insert in the record at this time a table showing 
a comparison between appropriations for 1959 and the budget request 
for 1960. 

(The table referred to follows :) 


Treasury Department 














Appropriations, 1959. ; $706, 277, 000 
Total (including anticipated pay supplementals, 1959) ---_____-__ 752, 370, 299 
Total (including anticipated pay and postal supplementals, 1959)__ 755, 775, 219 
Estimates, 1960 788, 732, 000 
Increase over appropriations, 1959 82, 455, 000 
Increase over total (including anticipated pay supplementals, 

1959) = 36, 361, 701 
Increase over total (including anticipated pay and postal supple- 

mentals, 1959) 32, 956, 781 





Mr. Gary. We are happy to have with us today the Secretary of 
the Treasury, Mr. Anderson, who needs no introduction to the com- 
mittee. He was before us last year, and I think we all at that time 
recognized his ability, his efficiency, and his integrity, and we are 
delighted to have him before us today. 

We will be very glad to hear from you at this time, Mr. Secretary. 


GENERAL STATEMENT OF THE SECRETARY 


Secretary Anperson. Mr. Chairman, let me express, not only on 
my own behalf, but also on behalf of my colleagues, our gratification 
for the opportunity of coming before the subcommittee, before such 
an able and distinguished committee, because our experience last year 
certainly reflected the earnest desire of all concerned to work cooper- 
atively together in order to perform the services of Treasury for the 
people of our country. 

Mr. Chairman and gentlemen of the committee, I would, however, 
like to ask the indulgence of the committee in one respect. I have a 
terribly sore throat and an accompanying bad cold; and in order not 
to do any more talking than is necessary I would like to ask the 
committee’s indulgence to let Mr. Scribner, Under Secretary of the 
Treasury, read the statement I have prepared, and I may, durin 
the course of the afternoon, with the committee’s permission, as 
some of my colleagues to discuss some subjects just because it is rather 
painful to talk at all, if that is agreeable. 

Mr. Gary. Is there any objection? That is entirely agreeable, Mr. 
Secretary. 

Mr. Scryer. Mr. Chairman, the statement which I am about to 
read is the statement of the Secretary, and when the pronoun “I” 
is used in this statement it is the Secretary talking. 

Mr. Chairman and members of the Treasury Subcommittee on Ap- 
propriations, I am pleased to meet with you today to discuss the 
Treasury’s appropriation requests for the fiscal year 1960. I welcome 
ame the opportunity to work with you in the common interest of all 
of us. 

I appreciated very much the opportunity to discuss with you gentle- 
men and the others of the full House Appropriations Committee for 2 
days last week the general principles behind the budget. Because of 
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this, I will speak but briefly on this aspect today before turning to the 
details of our departmental program. 

The President has just presented a program for the fiscal year 1960 
by which the Government can finance defense and other necessary 
services on the basis of revenues alone, without resorting to further 
deficit financing. 

This is a program of the utmost significance. When the Govern- 
ment lives beyond its means and when part of the borrowing it must 
undertake comes from the commercial banks, heavy pressure 1s created 
for an inflationary price rise. Inflation weakens the economy as a 
whole. It brings serious hardship to those of our citizens who are 
least able to protect themselves against a rising cost of living. 

The President’s program rests on the proposition that fiscal sound- 
ness can be achieved and can be maintained. 

It will not be easy to succeed in these objectives. As you know, we 
have an estimated budget deficit for the present vear of $12.9 billion. 
To return to a position of budget balance in 1960 and to better that 
position in later years will require the cooperation and support of 
every segment of our population. 

I am concerned when I read or hear that there is something sup- 
posedly “negative” or “against” about having a balanced budget. The 
fact of the matter is there is almost nothing which is more positive 
and more important to be for than fiscal soundness. This is an essen- 
tial condition of our economic health, without which we can have 
neither adequate military security nor the adequate provision of other 
needed governmental services. Let us not be misled. A balanced 
budget and all that it means in the way of fiscal soundness is a highly 
positive objective which deserves the support of everyone. 

We have a clear responsibility as a nation to adhere to prudent pro: 
grams which contribute to sustained growth in our economy over the 
long term. Imprudent spending and a complacent attitude toward 
deficit financing could, in time, destroy the very basis of that growth— 
the confidence of Americans in the future of America. 

I turn now to the immediate discussion before us today, that of the 
Treasury’s appropriation requests for fiscal 1960. Let me assure you 
that we have scrutinized every dollar of pronosed expenditures with 
a view to keeping within the lowest possible limits consistent with the 
effective performance of our duties. 

The Treasurv’s portion of the total budget for the fiscal year 1960 
is reflected in the attached statement which, with vour permission, I 
would like to insert in the record at this point. This statement shows 
the 19€0 budget estimates comnared with corresponding appropria- 
tions for the fiscal vear 1959. The accounts have been grouned in this 
statement into various classifications in accordance with their essen- 
tial purpose or nature. The regular annual appropriations and limi- 
tations that provide for the operation of the Treasury Department 
are shown in the upper portion of the statement. Since these ac- 
counts represent the only area in the budget in which we are able to 
exercise administrative control or discretion. I would like to review 
with you some of the highlights of each of these appropriation items 
and to indicate some of the basic considerations affecting our determi- 
nation of the 1960 budget estimates. The other appropriation ac- 
counts shown in the lower portion of the statement are not subject to 
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— control and, as you know, do not require annual action by 
the Congress. 
TREASURY DEPARTMENT 


Annual appropriations for Treasury Department for 1959 and estimated require- 
ments for 1960 





















































[In millions] 
Cause of increase 
1959 ap- | 1960 esti- | Increase 
Description propria- | mates orde- | Pay and 
tions crease (—)| postal Other 
rate in- 
creases 
A. Regular annual appropriations for operating the 
Treasury: 
(1) Collecting the revenue: 
Internal Revenue Service-.-.......-- $325. 5 $365. 5 $40.0 $32. 4 $7.6 
Bureau of Customs--_---...-.------.. 48.0 53.9 5.9 4.6 1.2 
(2) Fiscal Service: 
Bureau of Accounts___-......-.--.--- 20. 4 25.7 5.3 3.6 1.8 
Bureau of the Public Debt._.....-__- 46.0 47.5 1.5 2.0 —.5 
Office of the Treasurer, United States 18.0 18.7 od 4 3 
(3) Coins: Bureau of the Mint.....-...-..... 4.3 4.3 - _ - 
(4) Other bureaus: 
U.S. Coast Guard ...........-------.. 232.7 260. 3 27.7 8.8 18.9 
Bureau of Narcotics 3.8 4.1 3 -3 _ 
U.S. Secret Service................... 4.6 5.5 9 5 -4 
(5) Administrative Offices of the Secretary... 3.1 3.3 2 2 ~ 
Subtotal, regular annual appropria- 
tions for operating the Treasury-....-. 706. 3 788.7 82. 5 52.8 29.7 
B. Limitation accounts and — enterprise funds: 
(1) Office of Defense Lending_............... 2 1 -.1 - -.1 
(2) Government losses in shipment--_......-. os - -.1 - -.1 
Subtotal, regular annual appropria- 
tions, limitation accounts and public 
enterprise funds..........-.-..-..-.-. 706. 5 788. 8 82.3 52.8 29.6 
C. Permanent appropriations: 
(1) Interest on the public debt -.......-.-... 7,500.0 | 8,000.0 BODO bescncenas 500.0 
(2) Interest on uninvested trust funds_-...... 8.8 9.1 i: ) Steerer 3 
(3) Interest, refunding internal revenue col- 
ROME. sca accep «5st as Seanuaaxeethewde 91.8 86.9 eS ee —4.9 
(4) Payment tounemployment trust account |-.---.-..- 5.6 iG Faceews ane 5.6 
(5) Contributions for annuity benefits, 
White House Police and Secret Service 
hae TS PES PS BT 3 3 
0 A no fa ci tipemnmcasteetocpoenel 20.6 20.7 yj: ee | 
Subtotal, permanent appropriations....| 7,621.4 | 8,122.6 GUS |naadadanne 601.2 
D. Statutory public debt retirements: (1) Retire- 
ments payable from ordinary receipts and other 
Statutory requirements. _..............-.-.-... 633. 3 633. 3 5 
E. Refunds of receipts: 
(1) Refunding internal revenue collections...| 4,845.1 | 5,402.2 fy ig) REY. 557.1 
(2) Refunds and drawbacks, Customs___-_-__- 18.0 18.0 
(3) Refund of moneys erroneously received 
BE GOTINOE vancscnnncccnaccsctbusdwue 1,2 WF ltssaccdes 
Total, refunds of receipts__._...-.---- 4, 864.3 5,421.4 ee Ae ee 557.1 
Total, permanent appropriations, 
statutory public debt retirements, 
and refunds of receipts_-_.--.-....-- 13, 119.1 | 14,177.4 | 1,058.3 |.......... 1, 058.3 
F. Trust accounts (available receipts). ......--.-.__ 11, 342.9 | 13, 544.2 ee 2, 201.3 
G. Claims, judgments and private relief acts. ._..__-. 20.7 5.0 EINE las newsanen —15.7 
ee ee ee Se ee Ten ee 25, 189.2 | 28, 515.4 3, 326. 2 52.8 3, 273.4 




















The statement I have referred to breaks down the increases requested 
for 1960 so as to identify separately the amounts needed for postal 
rate and pay increases and amounts needed for other types of increases 
in program requirements. 
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Of the total increase of $82.5 million requested for 1960, $52.8 mil- 
lion or 64 percent must be considered as being mandatory or occa- 
sioned by new legislation enacted in the last session of Congress. The 
acts responsible for the major part of this increase include the Postal 
Policy Act of 1958 (Public Law 85-426) authorizing postal rate in- 
creases, and the series of laws authorizing pay increases for military 
and civilian personnel which include, insofar as Treasury personnel 
are concerned, Public Laws 85-422, 85-462, and 85-584. 

Aside from the mandatory increases for postal rate and pay in- 
creases, the Treasury budget estimates for the fiscal year 1960 reflect 
a total of $29.7 million to meet other program increases. Of this total 
increase, $18.9 million or 64 percent is for the Coast Guard; $7.6 mil- 
lion or 25 percent is for the Internal Revenue Service; and $3.2 million 
or 11 percent is for the Fiscal Service, the Bureau of Customs, and 
the U.S. Secret Service. The increase for the Coast Guard is aimed 
primarily at deferred maintenance of plant and equipment which can 
no longer be postponed or avoided. The increase for the Internal 
Revenue Service will increase and strengthen front-line enforcement. 
The increases for the Fiscal Service and the Bureau of Customs are 
required to meet continuing increases in the workload that no longer 
can be absorbed or met in any other way. 

Let us turn now for a closer look at the situation in each of the 
several bureaus. My discussion will follow the same order in which 
the accounts are listed in the statement. 


INTERNAL REVENUE SERVICE 


The 1960 estimate for the Internal Revenue Service is $365.5 million, 
an increase of $40 million over the 1959 appropriation. Of the total 
increase, however, over $32 million is required to cover the cost of 
recent pay and postal legislation and the additional day of paid em- 
ployment that occurs in 1960. The balance of the increase is requested 
to permit the employment of additional processing personnel, revenue 
agents, office auditors, and revenue officers who will be dealing directly 
with taxpayers, and to finance substantial completion of the program 
of promoting qualified employees to journeyman grade levels, This 
program, which was endorsed by your committee, has done much to 
improve morale, reduce turnover and increase production. 

The additional personnel will be used to enlarge the programs of 
the Internal Revenue Service which have a direct effect on the produc- 
tion of revenue. These people will be used in the field offices to 
increase the number of tax returns audited, verify the mathematical 
accuracy of tax computations, secure delinquent returns and augment 
the collection of delinquent taxes now owed by taxpayers. In addi- 
tion to the direct revenue-production of these additional people, the 
increased enforcement effort will strengthen our voluntary compliance 
tax system. 

The new Commissioner of Internal Revenue, Mr. Dana Latham, 
and his associates will discuss the programs and accomplishments of 
the Service with you at greater length when they appear before you. 
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BUREAU OF CUSTOMS 


The 1960 estimate for the Bureau of Customs is $53,865,000, an 
increase of $5,865,000 over the regular 1959 appropriation of $48 
million. The workload of Customs has increased steadily over the 
past 10 years so that the present volumes in most activities are more 
than 100 percent greater than the workload of 10 years ago. At the 
same time Customs has fewer employees than it had 10 years ago. 
Revenue collected by Customs 10 years ago was just over $500 million. 
This year Customs will collect nearly $1,200 million. During the same 
period, the cost of collecting $100 has decreased from $6.79 to less 
than $4.50. The absorption of this increased workload has been ac- 
complished through a vigorous management improvement and work 
simplification program. 

ustoms work is still increasing. More aircraft are arriving daily 
carrying more passengers and cargo. More automobiles, buses, and 
other vehicles are crossing our borders. Nearly 5 million more people 
entered this country during the 6 months July to December 1958 than 
in the comparable period last year. In total, fiscal 1959 will see more 
than 40 million carriers of all kinds enter the country bringing over 
$13 billion worth of imports. 

The 1960 budget estimates will provide some additional manpower 
which is needed in almost every phase of this Bureau’s work. The 
backlog of unliquidated formal entries is again creeping up. The 
opening of the St. Lawrence Seaway will make new demands for 
staff along its length and in the Great Lakes. New jet aircraft and 
the continuing expansion of air traffic generally require more men at 
our international airports. Increased vessel and land border traffic 
mean that more men are needed at key sea and border ports. 

The workload increases are a direct result of the steady growth in 
our country’s foreign trade. The Bureau of Customs has been ex- 
tremely aggressive and successful in its efforts to improve its opera- 
tions and streamline its procedures. Taking these factors into con- 
sideration, I have conaliaed that the additional personnel requested 
for 1960 is essential to a continuing program of expanding and facili- 
tating international trade and commerce. 


BUREAU OF ACCOUNTS 


We have included $25,744,000 for the Bureau of Accounts and the 
check-writing functions of the Division of Disbursement. This 
amount is $5,353,000 more than the amount available in the current 
year. The increase includes $991,994 for pay increases, $2,559,287 for 
postage increases, and $1,440,719 for processing an increased work- 
load of 20,580,000 checks and 410,000 depositary receipts over that for 
1959. The remainder is to cover the cost of other essential increases 
in program activities and urgently needed equipment. 

During last year’s hearings we informed you that the comprehen- 
sive study on disbursing made by the Director of the Bureau of the 
Budget, the Comptroller General, and the Secretary of the Treasury 
was concluded and a report submitted to your committee on Decem- 
ber 20, 1957. Consistent with the conclusions of this study, we re- 
established on September 7, 1958, the regional disbursing office in 
Birmingham, whose functions were previously delegated to the Social 
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Security Administration on a test basis in conjunction with the dis- 
bursing study. We are also in the process of closing our small New 
Orleans regional disbursing office and transferring its activities to 
the reestablished Birmingham office and the Dallas regional dis- 
bursing office. 

By reopening the office in Birmingham and closing the New Or- 
leans office, our 1960 requirements have been reduced by estimated 
savings amounting to $98,000. 

The Veterans’ Administration is proceeding with plans to consoli- 
date benefit payments and statistical records of their 67 regional of- 
fices into a single electronic processing center. It is anticipated they 
will begin consolidating in January 1960, to be completed in Decem- 
ber 1960. The Treasury Department is cooperating with the Veterans’ 
Administration to establish the necessary disbursing facilities capable 
of processing 4.7 million checks per month by use of the magnetic tape. 

Upon completion of the initial conversion program it is expected 
that substantial savings will be realized in both the Treasury Depart- 
ment and the Veterans’ Administration. 


BUREAU OF THE PUBLIC DEBT 


The estimate for the Bureau of the Public Debt is $47,500,000 in- 
cluding $5,500,000 for the U.S. Savings Bonds Division which is $1.5 
million over the regular appropriation of $46 million for the cur- 
rent fiscal year. Postal rate and pay increases together have added 
new requirements to this appropriation totaling $2 million. Since 
the increase requested has been held to $1.5 million it means that one- 
half million of these new requirements will have to be absorbed. It is 
expected that necessary savings to this extent will be made from 
changes in organization and procedures primarily related to the con- 
version to electronic data processing equipment and techniques. This 
will have to be done in the face of continuing increases in workload. 

After several years of studying, testing, and analyzing proposals 
submitted by the industry, the Bureau concluded that the use of 
electronic data processing equipment was feasible for certain savings 
bonds operations and would permit substantial economies in operation 
not possible under the conventional punchcard machine operations. 
The decision to convert to the new processes came with the successful 
introduction and use of the punchcard type series E savings bonds 
which replaced the paper bond of that series on October 1, 1957. 

In August of 1957 the Bureau opened a new office in Parkersburg, 
W. Va., to handle the electronic operation. New electronic card-to- 
tape converters were placed in operation in April and July of 1958. 
The central processing unit, which includes arithmetic and memory 
units, was completed during October and has been in operation since 
November 1, 1958. The Parkersburg office was expanded gradually 
until the first of this year when it reached what may be considered 
its full operating strength of approximately 500 employees. 

While the conversion was taking place, two regional audit branches 
of the Division of Retired Securities were closed. The Chicago re- 
gional office was closed in August 1957 and the New York office was 
closed in June of 1958 with an aggregate saving of approximately 
350 man-years. In the meantime, the staff of the Chicago depart- 
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mental office has been reduced from a total of around 1,800 people 
in July of 1957 to a complement of approximately 1,150. 

Although these savings resulting from reductions in personnel have 
been necessarily offset to a considerable extent by increases in equip- 
ment rentals and other conversion costs, the aggregate saving on an 
annual basis should be over a million dollars when the electronic 
equipment is operating in full gear. These savings will be propor- 
tionately larger as work volume increases and it is highly possible that 
further savings in operating costs will be made from time to time as 
techniques are perfected in the future. 

With respect to the Savings Bonds Division, the program occupies 
an important place in proper debt management policy. Approxi- 
mately 15 percent of the more than $280 billion public debt is held 
in E and H savings bonds. Holdings of these two series are at an 
alltime peak of more than $42.5 billion. The cash value of the bonds 
outstanding increased by more than a billion dollars in the past year. 
This was five times the increase reported in the previous 12-month 

eriod. 

" For the first 11 months of calendar year 1958, E and H bond sales 
were up 4.4 percent and redemptions, which included retirements of 
matured E bonds, were down 12.2 percent from the same period last 
year. The program growth resulted chiefly from “Share in America” 
promotions held in approximately 200 large cities and metropolitan 
areas throughout the country. The principal aim of these campaigns 
was to enlarge the number of payroll savers and to encourage more 
Americans, including the youth of the Nation, to save for specific pur- 
poses and to save regularly. In addition to similar promotions in 
other cities, next year’s = anticipate special campaigns to in- 
crease the number of payroll savings participants in the 350 biggest 
companies in the Nation. 

The amount asked for the Savings Bonds Division for fiscal year 
1960 of $5,500,000 compares with $5,462,000 required for this import- 
ant activity for fiscal year 1959. The sales program is maintained at 
an overall cost of approximately one-tenth of 1 percent, due to the 
tremendous contribution of the volunteer corps, consisting of thou- 
sands of patriotic, public-spirited men and women who give the Treas- 
ury their time, their energy, and their influence to sell savings bonds. 
A sales goal of $5 billion has been set for calendar year 1959, which 
is $300 million higher than the estimated sales volume for 1958. 

Recently a change was made in the savings bonds program, which 
eaadanad eligible buyers of E and H bonds. This was done in re- 
sponse to requests from many investment groups which had not been 
able to purchase savings bonds since J sh K bonds were withdrawn 
from sale on April 30, 1957. Effective December 1, 1958, all owners 
of F and G savings bonds, except commercial banks, may apply the 

roceeds of their matured bonds toward the purchase of E and H 
onds without regard to the annual limitation of $10,000 maturity 
value for each series. Now, all longtime owners of F and G bonds 
can keep their savings bond holdings intact through reinvestment, 
_ add to them through new enblinnts under the current annual 
imit. 
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OFFICE OF THE TREASURER OF THE UNITED STATES 


The estimate for the Office of the Treasurer of the United States for 
1960 is $18,650,000 which is $681,000 more than the appropriation 
available for 1959. Of this increase, $429.000 is for the cost of Fed- 
eral pay increases under the provisions of Public Law 85-462 and the 
extra day in 1960. The balance of the increase includes $195,000 for 
the procurement and transportation of U.S. paper currency, and $57,- 
000 for requirements to handle the financial transactions of the Fed- 
eral Government. 

The procurement and transportation of U.S. currency constitutes 
over two-thirds of the requirements under this appropriation. The 
funds requested for 1960 will provide for the procurement of approxi- 
mately 1.2 billion notes. 

Operating expenses of this Office are to increase slightly because 
of continuing volume increases. The number of checks to be drawn 
on the Treasurer during 1959 will be 396 million and this volume will 
increase to 408 million in 1960. As you know, the Treasurer has no 
administrative control over the volume of Government checks issued. 

At this point I want to call the committee’s attention to certain 
changes in procedures for handling claims which are being made in 
the Fiscal Service to reduce expenses of handling this function. The 
Fiscal Service issues and pays Treasury checks, savings bonds, and 
other public debt obligations, and redeems the currency. In the course 
of a, year hundreds of millions of items are processed. This gives rise 
to thousands of claims on account of lost, stolen, or forged checks 
and bonds, and for the redemption of mutilated currency. 

Over the past years there has grown up a set of rigid requirements to 
protect the Treasury from fraudulent claims or to prevent double 
payment of our obligations. These requirements involve the filing 
of affidavits and other data by claimants, extensive investigations by 
the Treasury, the filing of bonds of indemnity, all in precise form as 
required by the regulations. However, little distinction has been 
made between the formalities for handling claims involving $10 to 
$100 and for handling $10.000 claims. 

We are undertaking the elimination of cumbersome requirements 
wherever we can safely do so in connection with small claims up to 
$500 or thereabouts. Under proposed revision in procedures we expect 
to process small claims with a minimum amount of paperwork, and 
to use more common sense in handling them. In many cases we are 
dealing with funds which represent the entire monthly subsistence of 
old-age and other beneficiaries of the Government. This involves 
taking a calculated risk because in some cases we may find that double 
payments have been made, and we will not be able to recover the small 
amounts involved. We consider these risks to be rather remote, how- 
ever, and in any event we are confident that the savings to be realized 
in our operation, as these modified procedures are extended, will be 
far ereater than any losses that may be sustained. In addition claims 
will be approved much more quickly and service to the public corres- 
pondingly improved. As illustrations, we now make nayment in cer- 
tain types of forgery claims without awaiting full field investigations 
by Secret Service and have eliminated some of the review: in some 
cases of lost check claims we act upon original letters from the claim- 
ants instead of requiring the execution of complicated forms. 
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There is, of course, the possibility that we may sustain some small 
losses and may have to apply to the Comptroller General for relief in 
those cases in which he is now authorized by existing law to grant 
relief, and in other cases may have to appeal to the Congress. But 
on the whole we are confident that you will agree with us that these. 
measures are in the public interest. 

The Treasurer’s Office will be in a position to give you more details 
when the Treasurer and her representatives appear eden you, 


BUREAU OF THE MINT 


The estimate for the Bureau of the Mint for fiscal 1960 is $4,300,000 
which is the same amount appropriated for 1959. Production of 
coins is the major activity of the mint. The demand for coins has 
lessened somewhat during the past year, and the estimate for fiscal 
1960 provides for production of 1.7 billion coins. It is expected that 
this quantity will be sufficient to meet the demand. 

The refinery at the Denver Mint had been idle since fiscal 1955, and 
fire-process operations were resumed during fiscal 1959. Full opera- 
tion of that refinery is anticipated for fiscal 1960. 


U.S. COAST GUARD 


The estimates for the Coast Guard total $260,300,000 for 1960. This 
represents an increase of $27,650,000, of which about $8.8 million is 
due primarily to increases for military and civilian pay costs and for 
higher postal and social security rates specified by Public Laws 85- 
422, 426, 462, and 840, respectively. 

The “Operating expenses” estimate is $190,900,000, and reflects an 
increase of $19,200,000, of which about $8 million represents the an- 
nualization of pay and rate increases just enumerated. The remain- 
ing increase of $11.1 million results from a combination of increases 
and decreases. Decreases arise from the decommissioning of two 
relatively inefficient vessels, the disestablishment of 13 shore units 
being replaced in part with smaller and less expensive facilities, reduc- 
tions in vessel radar installations and aircraft overhauls, and fewer 
ph angs discharges. Program increases are requested mainly for the 

acklog of urgent maintenance of vessels, shore stations, and aircraft ; 
operation of three additional loran stations constructed with Depart- 
ment of Defense funds; partial implementation of aviation manning 
standards recommended to you in our Joint Report on Aviation Re- 
quirements; completion of the UF aircraft modernization program to 
take advantage of Armed Forces commercial contracts that expire 
after 1960; and augmentation of lifeboat station personnel where 
work-duty loads average 120 hours per man per week. 

Additionally, modest increases are requested for personnel for mer- 
chant marine inspection; administration of a warrant officer promo- 
tion examination system; Armed Forces police; additional manning 
for replacement patrol boats; administration of a growing Coast 
Guard Auxiliary; and funds for a program of familiarization with 
jet aviation for search and rescue. On the materiel side, the numbers 
of aids to navigation will increase; search and rescue communication 
circuits must be improved ; additional ammunition is required to bring 
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military readiness closer to standard; and the rate of small boat re- 
placement must be stepped up to keep abreast of boats wearing out. 

The “Acquisition, construction, and improvements” request is $24,- 
500,000 divided about 28 percent for vessels, 45 percent for aviation, 17 
percent for shore stations and navigational aids, and 10 percent for 
repair and supply facilities. This represents an increase of $6.35 
million over 1959, Although the funds requested for aviation are be- 
low the amounts projected for 1960 in our Aviation Report to you, 
we feel that replacement of overage, obsolete aircraft can continue 
apace utilizing temporarily certain aircraft loaned to us by the Depart- 
ment of Defense. Program requests for acquisition and construction 
of vessels and shore stations comprise less than 1 percent of plant 
value. 

The “Retired pay” appropriation request of $29,900,000 is $2.1 mil- 
lion over 1959, due in part to $700,000 for pay increases specified by 
Public Law 85-422. The remaining $1.4 million increase is attribut- 
able to a projected movement to the retirement rolls. 

The 1960 estimate for “Reserve training” is $15,000, the same as in 
1959; that is, the same amount as was appropriated by the Congress 
for fiscal 1959. With these funds, we can increase the number of 
men receiving training by 3,645 men in addition to those now in train- 
ing and will have a reserve of 35,940 men by July 1, 1960. This com- 
pares favorably with our goal of 40,000 Reservists by July 1, 1961. 
This is being accomplished in spite of the absorption of over half a 
million dollars in pay increases and by the deferment of certain con- 
struction work which was originally programed for 1960. 

It should be noted that funds to implement Public Law 85-911, the 
Federal Boating Act of 1958, are not included herein, as firm esti- 
mates of requirements could not be prepared in time for this submis- 
sion. 

The Commandant of the Coast Guard is prepared to discuss these 
items and other phases of the estimates when he appears before you. 

At this point I would like to say a word about accrued expenditure 

limitations which are proposed in the appropriation language for 
1960 for the appropriations “Operating expenses” and “Acquisi- 
tion, construction, and improvements.” Public Law 85-759, ap- 
proved August 25, 1958, states that whenever the President determines 
that a satisfactory system of accrual accounting for an appropriation 
has been established, the proposed appropriation transmitted to the 
Congress for such an account shall be accompanied by a proposed 
limitation on annual accrued expenditures. The law provides that— 
* * * there shall be charged against the limitation the cost of goods and serv- 
ices and other assets received, advance payments made and progress payments 
becoming due, and the amount of any other liabilities becoming payable during 
the fiscal year concerned. 
To implement the provisions of this law, the Bureau of the Budget 
has requested that accrued expenditure limitations be proposed for 
the two Coast Guard accounts “Operating expenses” and “Acquisi- 
tion, construction, and improvements” for fiscal year 1960. 

The concept of accrued expenditures is concerned primarily with 
the control of deliveries; that is to say, receipt of goods and services. 
The Coast Guard accounting system, at the present time, provides 
only for recording amounts of goods and services after the fact of 
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their delivery or receipt. It does not provide a means for scheduling 
deliveries or receipts before the fact to enable control within a speci- 
fied amount. For this reason, modification of the present system 1s re- 
quired. Some time and experience, however, will be needed to ac- 
complish this and essential revisions in procurement policies and 
procedures. To this end, some latitude has been provided this year 
in the proposed limitation figures to accommodate the unknown effect 
of such factors as ability of suppliers to make deliveries according to 
schedule, changing priorities, required modifications of specifications, 
delays in procurement of sites, and other unpredictables. 


BUREAU OF NARCOTICS 


The 1960 estimate for the Bureau of Narcotics is $4,080,000. This 
estimate exceeds, by $300,000, the amount of $3,780,000 appropriated 
for 1959. The increase represents additional costs of pay increases 
and the extra day in 1960. 

Enforcement efforts continue to be directed against highly organ- 
ized gangs operating at the interstate and international levels to elimi- 
nate the major sources of illicit narcotic supplies. 

The heavier penalties afforded by the Narcotic Control Act of 1956 
continues to be an effective and important aid in discouraging the 
illicit narcotic traffickers in the United States. Those persisting in 
this traffic have become extremely cautious which requires long-range 
and complex investigations before they can be brought to trial and 
sentenced. 

The Bureau is also assisting the several States in suppressing the 
abuse of narcotic drugs in their respective areas. Concentrated nar- 
cotic enforcement training courses in Washington, D.C., are offered 
to State and local law enforcement officers by the Federal Bureau of 
Narcotics Training School organized under the provisions of the 
Narcotic Control Act of 1956. 

The Bureau expects to discharge its obligations in 1960 with ap- 
proximately the same number of narcotic agents as approved for 1959. 


U.S. SECRET SERVICE 


For the Secret Service, White House Police, and Treasury guard 
force, we are requesting $5,493,000, an increase of $874,000 over the 
1959 appropriations. Over half of the increase, or $466,099, will be 
required for increases due to changes in pay scales, 1 extra day’s pay, 
and increased penalty mail rates authorized by Congress and not in- 
cluded in the regular appropriations for 1959. The balance of the 
increase is requested for additional agents and supporting clerks, with 
related expenses, necessary to strengthen protective details, and to 
cope with the increasing counterfeiting activity and continuing in- 
—_ in check and bond forgery cases, and for additional White House 
Police. 

The Secret Service received 44,102 cases for investigation in 1958 as 
compared to 32,809 in 1957, an increase of 11,293 cases. Although 
38,034 cases were closed in 1958 as compared with 34,596 in 1957, this 
Service had a backlog of 19,060 cases at the beginning of the fiscal 
year 1959. Based on the current receipt of cases it is estimated that 
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the backlog will be in excess of 32,000 at the beginning of the fiscal 
year 1960. 

During the past fiscal year $711,293 in counterfeit notes and coins 
was confiscated and 28 plants captured. During the first 5 months of 
the current fiscal year $974,643 was confiscated and 10 plants captured. 

The requested strengthened force will enable the Secret Service to 
maintain its protection assignments efficiently and further serve the 
public in combating counterfeiting, forgery, and other crimes. 

You will recall that last spring a supplemental request was made 
for additional White House Police for the establishment of posts of 
duty in the Executive Office Building for the protection of offices 
occupied by a part of the Executive Office staff housing a part of the 
President’s own files and critical communications. The request was 
disapproved because of the view that the White House Police force 
was not authorized to engage in the protection of a building not a 
part of the “Executive Mansion and grounds of the District of Colum- 
bia.” The request was made in the belief that the term “Executive 
Mansion” as it has been used also encompassed the immediate offices 
of the President. 

New language is now being requested authorizing the White House 
Police force to perform such protective duties in the White House 
areas of the Executive Office Building as the Secretary may prescribe. 
Request is again being made for the additional White House Police 
for the Executive Office Building. 


OFFICE OF THE SECRETARY 


The estimate for the Office of the Secretary is in the amount of 
$3,300,000, an increase of $232,000 over the amount appropriated for 
the current year. The increase includes the cost of the salary in- 
creases provided by Public Law 85-462; increases in wage-board rates 
for the crafts and duplicating forces; and an additional day in excess 
of the 52-week base, less $11,100 reduction in administrative costs. 

The salary and wage-board rate increases were approved prior to 
the beginning of the current fiscal year but after the appropriation 
was granted. Therefore, it is expected that a supplemental appropri- 
ation will be necessary to cover these costs in the current fiscal year. 


OFFICE OF DEFENSE LENDING 


To continue the liquidation of those assets of the Reconstruction 
Finance Corporation which were transferred to the Secretary of the 
Treasury pursuant to Reorganization Plan No. 1 of 1957, the Office 
of Defense Lending is requesting a limitation on administrative ex- 
penses of $95,000, a reduction of $65,000 from the $160,000 authorized 
for fiscal year 1959. The cost of the recently enacted pay increases 
will be entirely absorbed and no supplemental request for fiscal year 
1959 will be submitted to the Congress. 

Liquidation of the remaining portfolio is being accomplished as 
expeditiously as possible. During fiscal year 1958, $12,125,000 was 
paid into the Treasury as mee: ata receipts. It is anticipated 
that additional payments will amount to over $11,500,000 in fiscal 
years 1959 and 1960. 
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This Office also administers loans made to aid in financing civil 
defense projects authorized under section 409 of the Federal Civil 
Defense Act of 1950. 

This committe did not approve an administrative expense allowance 
for handling this program beginning with fiscal year 1956, nor were 
any such expense allowances requested or approved for subsequent 
fiscal years. .As a result no applications for loans have been accepted 
since fiscal year 1956 and our budget for 1960 does not provide for 
any new loan activity. 


BUREAU OF ENGRAVING AND PRINTING 


No appropriation is requested for the Bureau of Engraving and 
Printing for the fiscal year 1960, since the Bureau’s operations are 
rics on a completely reimbursable basis, as authorized by the 

ongress. 

The Bureau’s production program in 1960 is estimated at $29,579,- 
291. This represents an increase of $2,120,025 over the program for 
1958. This increase is due primarily to the additional volume re- 
quirements of the Bureau’s customer agencies and that part of the 
annual wage increases granted to the Bureau’s classified and unclassi- 
fied employees, amounting to approximately $970,000, which was not 
psictaras in the 1958 costs. 

The Bureau has continued to pursue actively the main objectives of 
the second phase of its modernization program. In connection with 
the program to print currency at the rate of 32 notes to a sheet, the 
Bureau has made substantial advances during the past year which 
have resulted in further improvements in quality, increased produc- 
tion, and reduced processing costs. New equipment for processin 
postage stamps in coil form is currently being received which wi 
increase capacity and reduce the unit cost rates for producing this type 
of work. A fuller discussion of these and other projects valved In 
the modernization program will be made when representatives from 
the Bureau appear before this committee. 

This completes my review of the highlights of the 1960 estimates 
for the several bureaus of the Department. When we appeared before 
you a year ago we were proud to be able to say that our budget re- 
quests for 1959 for operational purposes were below corresponding 
appropriations for the year preceding. We regret we cannot make 
that same statement today with respect to these estimates for 1960. I 
hope the committee will share my Melief that the increases requested 
have been held to minimum levels consistent with the circumstances 
to be met in each individual case. 

Mr. Gary. Mr. Secretary, that is a very comprehensive statement 
of the operations of the F 8 lent I agree with you thoroughly 
that, having gone into the general questions during your appearance 
before the full committee, there would be nothing to gain in rehash- 
ing those questions here. 
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IMPORTANCE OF SOUND FISCAL POLICY 





I do want to say, however, Mr. Secretary, that I personally consider 
that there is no problem facing the American people today more im- 
portant than that of a sound fiscal system. 

Certainly we have not had it through the past few years. We have 
had a defict, as well as I recall, in the Federal Treasury in all except 
about 4 or 5 years out of the last 25 years. The Federal debt has 
increased tremendously, and this year we have, I notice, an anticipated 
deficit of $12,900 million. 

If in these days of prosperity, we cannot balance our budget, then 
one must wonder what will happen when we come upon days of ad- 
versity, which are sure to come, 

I hope by the legislation that has been adopted that we will be 
able to avoid another depression; but we do not need a depression to 
throw this country into a tailspin today. We were almost thrown 
into one last year by a slight recession, and I agree that there is noth- 
ing more important facing the American people today than that of 
balancing the budget. 

I am delighted to see that a balanced budget has been presented, 
although that balance at the present time, in my judgment, is a very 
precarious one, particularly since it is based upon the anticipation 
of the postal rate increase, which I fear we will not get this year and 
also some other revenue changes which have not yet been adopted 
by the Congress of the United States; but I, nevertheless, hope that 
we can keep this budget in balance. 


STATUTORY DEBT LIMITATION 


Now, coming to a question of a general nature, I have a statement 
concerning the statutory debt limitation as of December 31, 1958, 
which I will insert, without objection, into the record at this point. 

(The above-mentioned statement follows :) 


STATUTORY Dest LIMITATION AS OF DECEMBER 31, 1958 


WASHINGTON, January 12, 1959. 

Section 21 of Second Liberty Bond Act, as amended, provides that the face 
amount of obligations issued under authority of that act, and the face amount 
of obligations guaranteed as to principal and interest by the United States 
(except such guaranteed obligations as may be held by the Secretary of the 
Treasury), “shall not exceed in the aggregate $283 billion (act of Sept. 2, 1958; 
U.S.C., title 31, sec. 757b), outstanding at any one time. For purposes of this 
section the current redemption value of any obligation issued on a discount 
basis which is redeemable prior to maturity at the option of the holder shall be 
considered as its face amount.” The act of February 26, 1958, (Public Law 
85-336 85th Cong.) provides that during the period beginning on February 
26, 1958 and ending June 30, 1959, the above limitation ($283 billion) shall be 
temporarily increased by $5 billion. 

The following table shows the face amount of obligations outstanding and 
the face amount which can still be issued under this limitation : 











— —— a 








17 


Total face amount that may be outstanding at any one time...-.......-...---.-------.-- $288, 000, 000, 000 
Outstanding obligations issued under Second Liberty Bond Act, as amended: 
Interest bearing: 





















MERIT UliB dev caceceheobiwkcnuceasceswentaaatn $29, 748, 224, 000 
Certificates of indebtedness. ...........-..------- . 364, 400, 
URI TRIN g cndsio occ ann ob dundhaavkodasuaaee 26; O74; 527: 000 
————_———— $92, 184, 151, 000 
Bonds: 
ORIN 5 sniichcmsmninig bakin shaneddbadnaae 83, 352, 402, 150 
Savings (current redemption value) -. 51, 191, 945, 763 
WOH GMONG oon ccs ecedtcedocdecacs %E 203, 301, 500 
INVORtGIONE GATING...6ncucccenntucuss - 9,017, 143, 000 
——_—_—_— 143, 764, 792, 413 
Special funds: 
Certificates of indebtedness. - ~~ ---- 22, 262, 057, 000 
Treasury notes.....--- : = 15, 640, 581, 000 
ge | ene 6, 937, 500, 000 
—_——__—_———-—_ 44, 840, 138, 000 
Total interest bearing __-- Ee ee Me 
DOT SE GONE ca 5 5s ws. oc wane nnauwsvienwaueunne 900, 335, 958 
Bearing no interest: 
EE RRR DLS 50, 908, 421 
Excess profits tax refund bonds-----.------- sii 870, 073 
Special notes of the United States International 
Mronetary Fund series. ....---...2205552...2. 757, 000, 000 
—_—__——_—. 808, 778, 494 
IN in 20s dann dee eag show atcade aac kaadeke dase apans che ae 
Guaranteed obligations (not held by Treasury): 
Interest bearing: 
Debentures, FHA ___-------- Ce Caer heme 108, 152, 050 
Matured, interest ceased_...........--------.--- 625, 500 
-—-—-————_ — 108, 777, 550 
RN GE Er GHIA INE. os oso ois oe Siete ec edn adegeceeescdccsbedénunccneilen , eee 
Balance face amount of obligations issuable under above authority... -__-.---...--------- 5, 393, 026, 585 


Reconcilement with statement of the public debt Dec. 31, 1958 (daily statement of the U.S. Treasury, Dec. 31, 1958) 


Outstanding: 

. Total gross public debt_ _._--- din aoe weiss 5 cif hw mcs w'> Scena sai teresa cach elena «cl 
uaranteed obligations not owned by the Treasury--.--...-.....----------------- on 108, 777, 550 
Total gross public debt and guaranteed obligations._-__ accicnacinigesdateecccw | Sie 

Deduct other outstanding public debt obligations not subject to debt limitation — —_-.------ 424, 227, 719 
MER oss tats cae sh nawewa poctanaeedgat oie sb accnee coh sceowee ner ome ake wees Maer. 282, 606, 973, 415 


Mr. Gary. Would you like to make some statement with reference 
to the present status of the debt limitation, Mr. Secretary ? 

Secretary Anprerson. Mr. Chairman and gentlemen of the sub- 
committee, you will recall that we have currently a debt limitation of 
$283 billion permanent, with a temporary debt limitation of $288 
billion, the temporary $5 billion of which will expire at the end of this 
fiscal year. 

On the assumption that we are able to maintain our system so that 
we take care of current expenditures out of current revenues, it now 
appears to us that the debt at the end of this fiscal year will exceed the 
permanent debt limit, the $283 billion. 

This would mean that sometime between now and the end of the 
session, we will be required to ask the Congress of the United States 
to review this situation with us and to increase the limit above the 
$283 billion, to which we will revert at the end of the fiscal year. 

I would also say, sir, that as the chairman knows, we get more money 
in the first half of each year than we do in the latter half, and as we 
go through the next 6 months, we will have to make some calculations 
as to the swing of these revenues so as to present at the proper time 
and when our reasonable expectation has been sufficiently developed, 
the ns proposals we ‘think will be in keeping throughout fiscal 
vear 1960. 
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I do want to say, however, Mr. Secretary, that I personally consider 
that there is no problem facing the American people today more im- 
portant than that of a sound fiscal system. 

Certainly we have not had it through the past few years. We have 
had a defict, as well as I recall, in the Federal Treasury in all except 
about 4 or 5 years out of the last 25 years. The Federal debt has 
increased tremendously, and this year we have, I notice, an anticipated 
deficit of $12,900 million. 

If in these days of prosperity, we cannot balance our budget, then 
one must wonder what will happen when we come upon days of ad- 
versity, which are sure to come. 

I hope by the legislation that has been adopted that we will be 
able to avoid another depression; but we do not need a depression to 
throw this country into a tailspin today. We were almost thrown 
into one last year by a slight recession, and I agree that there is noth- 
ing more important facing the American people today than that of 
balancing the budget. 

I am delighted to see that a balanced budget has been presented, 
although that balance at the present time, in my judgment, is a very 
precarious one, particularly since it is based upon the anticipation 
of the postal rate increase, which I fear we will not get this year and 
also some other revenue changes which have not yet been adopted 
by the Congress of the United States; but I, nevertheless, hope that 
we can keep this budget in balance. 


STATUTORY DEBT LIMITATION 


Now, coming to a question of a general nature, I have a statement 
concerning the ait debt limitation as of December 31, 1958, 
tho 


which I will insert, without objection, into the record at this point. 
(The above-mentioned statement follows :) 


STATUTORY Dest LIMITATION AS OF DECEMBER 31, 1958 


WASHINGTON, January 12, 1959. 

Section 21 of Second Liberty Bond Act, as amended, provides that the face 
amount of obligations issued under authority of that act, and the face amount 
of obligations guaranteed as to principal and interest by the United States 
(except such guaranteed obligations as may be held by the Secretary of the 
Treasury), “shall not exceed in the aggregate $283 billion (act of Sept. 2, 1958; 
U.S.C., title 31, sec. 757b), outstanding at any one time. For purposes of this 
section the current redemption value of any obligation issued on a discount 
basis which is redeemable prior to maturity at the option of the holder shall be 
considered as its face amount.” The act of February 26, 1958, (Public Law 
85-336 85th Cong.) provides that during the period beginning on February 
26, 1958 and ending June 30, 1959, the above limitation ($283 billion) shall be 
temporarily increased by $5 billion. 

The following table shows the face amount of obligations outstanding and 
the face amount which can still be issued under this limitation: 
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Total face amount that may be outstanding at any one time._-_--.......-.---------------- $288, 000, 000, 000 
Outstanding obligations issued under Second Liberty Bond Act, as amended: 
Interest Aemcvig 


$29, 748, 224, 000 
-- 35,364, 400, 000 
26; 07K, 527; 000 


$92, 184, 151, 000 
Bonds: 


Snusetgnens series. ; 9, 017, 143, 000 
————— 143, 764, 792, 413 
Special funds: 
Certificates of “ian btedness- suicide 22, 262, 057, 000 
FSorecemnd notes... 4 _ * 15, 640, 581, 000 
5 eee 
—_——__-————_ 44, 840, 138, 000 


Total interest bearing __- ee . ..---.------- 280, 789, 081, 413 
Matured, interest ceased__.---------- Ate RE SIE EE 900, 335, 958 
Bearing no interest: 
aes 50, 908, 421 
Excess profits tax aad bonds. - 870, 073 
Special notes of the United States International 
Monetary Fund series 
808, 778, 494 494 


Total_. Re nT ae Eee 282, 498, 195, 865 
Guaranteed obligations (not held by "Tres \sury): 
Interest bearing: 
Debentures, FHA 108, 152, 050 
Matured, interest ceased _..--.--.------ sitet 625, 500 
-————_—_——- 108, 777, 550 


ee ee as a Ae e 415 


Balance face amount of obligations issuable under above authority jemedenee 5, 393, 026, 585 
Reconcilement with statement of the public debt Dec. 31, 1958 (daily statement of the U.S, Treasury, Dec. 31, 1958) 


Outstanding: 
jane gross public debt. - -- setcdecmbataesne kdckammeentl $282, 922, 423, 584 
tuaranteed obligations not owned by the Treasury... - Raectace oa 108, 777, 550 


Total gross public debt and guaranteed obligations .------- 283,031, 201, 134 
Deduct other outstanding public debt obligations not subject to debt limitation _ 424, 227, 719 


Total 


Mr. Gary. Would you like to make some statement with ole ence 
to the present status of the debt limitation, Mr. Secretary ? 

Secretary Anperson. Mr. Chairman and gentlemen of the sub- 
c mann you will recall that we have currently a debt limitation of 
$283 billion permanent, with a temporary debt limitation of $288 
billion, the temporary $5 billion of which will expire at the end of this 
fiscal year. 

On the assumption that we are able to maintain our system so that 
we take care of current expenditures out of current revenues, it now 
appears to us that the debt at the end of this fiscal year will exceed the 
permanent debt limit, the $283 billion. 

This would mean that sometime between now and the end of the 
session, we will be required to ask the Congress of the United States 
to review this situation with us and to increase the limit above the 

$283 billion, to which we will revert at the end of the fiscal year. 

I would also say, sir, that as the chairman knows, we get more money 
in the first half of each year than we do in the latter half, and as we 
go through the next 6 months, we will have to make some calculations 
as to the swing of these revenues so as to present at the proper time 
and when our reasonable expectation has been sufficiently developed, 
the kind of proposals we ‘think will be in keeping throughout fiscal 
vear 1960. 
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INTERNAL REVENUE SERVICE 


Mr. Secretary, I believe you have a new Commissioner of Internal 
Revenue. 

Secretary Anperson. Yes, Mr. Chairman. That iscorrect. Wedo 
have a new Commissioner of Internal Revenue. 

Mr. Gary. When did he take office ? 

Mr. Anperson. November 1, 1958, he took office on a temporary 
appointment, Mr. Chairman. 

Mr. Gary. Will that mean any changes in the policy of handling 
this Service? 

Secretary Anperson. I would think we would certainly continue 
our efforts to improve the handling of the department in every way 
possible. It would not mean any radical shifts from those under- 
taken by Commissioner Harrington, but would simply be a continua- 
tion of trying to operate the department ever more efliciently. 


INCREASE IN PERSONNEL FOR REVENUE SERVICE 


Mr. Gary. We will go into the individual items of that appropria- 
tion at greater length when the new Commissioner appears before the 
committee, but I would like to ask you at this point, I notice you are 
requesting an increase over 1959 so as to provide additional personnel. 

Will that additional personnel be field personnel or will it be office 
personnel ? 

Secretary Anprrson. It will be field personnel. 

Mr. Gary. What is the purpose of this increase in the appropriation 
requested for that purpose, Mr. Secretary ? 

Macsieany Anperson. The purpose of the increase is to speed up and 
to increase the number of the tax returns that we can audit, to secure 
payments of delinquent taxes, to secure returns which are delinquent, 
and in general to increase the effectiveness of the Revenue Service. 

Mr. Gary. In general, do you think that it will increase the 
revenues ? 

Secretary Anperson. Yes. We think that for the amount of money 
spent. on these additional agents, they will bring in substantially 
increased revenues. 


REVISION AND SIMPLIFICATION OF TAX RETURNS 


Mr. Gary. What is the present status of the tax revision and simpli- 
fication program ? 

Secretary AnpErson. We are constantly, as the chairman knows, 
working in the area of trying to-simplify tax procedures. We realize 
that they have over the years become quite complicated. Some of the 
complications, of course, are there for the benefit of the taxpayer. 
The statute provides certain kinds of deductions that he is entitled to 
take, and these must be explained to him. 

We have, as you know, now worked out a procedure whereby the 
short card form of making the tax return, which was previously 
limited to incomes of $5,000 or Jess, will now be granted to people of 
$10,000 or less. This is the sort of process that we are continually 
working with, trying to find ways and means of making the taxpaying 
process more simplified. 
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I think the chairman, and also the gentlemen of the subcommittee, 
will be interested in the fact that a number of the pamphlets which 
have been put out explaining the tax problems of the farmers and the 
tax problems of different people have had quite a wide acceptance. 

A good many of the schools over the country are now conducting 
some classes in Income tax. ols ok 

Mr. Gary. Are you still continuing your program of giving infor- 
mation concerning the filing of tax returns to the children in the 
schools ? 

Secretary Anperson. Yes, Mr. Chairman. : 

Mr. Gary. How is the training program coming on, Mr, Sec- 
retary ? 

Rectan Anverson. I think quite well. I had a talk with Com- 
missioner Harrington just prior to his departure. We met in my 
office with his professional consultants. These consultants are con- 
tinuing under Mr. Latham. 

The program is one in which Mr. Latham believes very strongly, 
and I think that the program is going forward very well. 

Mr. Gary. Several years ago we were told that the Bureau was 
working on a program which would abolish or obviate the necessity 
of the filing of some 10 or 20 million tax returns a year. Has that 
program been abandoned entirely ? 

Secretary Anperson. I am not familiar with that program at all. 

Mr. Jonnson. Mr. Secretary, that is what became familiarly known 
as the Andrews plan. Commissioner Andrews had some ideas about 
very extensive revisions in the tax reporting system, and it was to 
have been worked out jointly with the Social Security Administra- 
tion people. 

I think that part of it that dealt with such a tremendous reduction ~ 
in the number of returns was discarded pretty early in the con- 
sideration. That part dealing with some consolidated reporting sys- 
tem is still being considered. 


REDUCTION AND CONSOLIDATION OF CUSTOMS OFFICES 


Mr. Gary. Thank you sir. With reference to the Bureau of Cus- 
toms, can you give us some information as to the program of con- 
solidation or abolition of certain customs districts, which has been 
under study ? 

Secretary Anperson. The chairman will recall that about a year 
ago we sent out notices of our intention to consolidate and to elim- 
inate certain customs offices over the country. 

There was a substantial amount of protest, primarily on the ground 
that if a port, which has long had a customs office, has the office re- 
moved from it, it is misunderstood and, therefore, the trade that 
would come in and out of the port might suffer accordingly. 

Certain of the communities and States had port improvement pro- 
grams, and they were reluctant to proceed with these port improve- 
ment programs if the customs office was to be taken away, because 
these were programs which were being paid for by State and local 
funds and they felt that again the port would have been downgraded. 

It would not be looked upon as a growing center of activity, and 
so we agreed to withdraw our proposals at that time and to study them 
further. We are still continuing to study the problem. We have 
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not, yet arrived at any conclusions of a character which would affect 
at this time any reduction and consolidation programs. 


CONSTRUCTION OF CUSTOMS BORDER STATIONS 


Mr. Gary. What is the status of the customs border station con- 
struction program at the present time ? 

Secretary Anprerson. We are making some progress in this area. 
We have jointly completed with the Immigration Department three 
new inspection stations and two residence cottages, one in Pinecreek, 
Minn., one at Turner, Mont., and one at Andrade, Calif. These sta- 
tions were built within the statutory limit of $60,000. 

When the cost of construction exceeds that limitation, General Serv- 
ices Administration -has the authority to do the construction. That 
is where the cost is in excess of $60,000. We are going ahead on 
stations at San Isidro, which is in California, and at Madawaska in 
Maine, and Eagle Pass and Brownsville in Texas. 

Mr. Gary. They had two projects in Texas, as well as I remember, 
when we were down there several years ago. We looked over two 
projects at that time. 

Secretary Anperson. Included in the General Services Administra- 
tion program today are Brownsville and Eagle Pass in Texas. 

Mr. Gary. They have not yet been completed ? 

Secretary Anperson. They have not yet been completed. I do not 
know just what state of construction they are in, but they have not yet 
been completed. 


USE OF ELECTRONIC EQUIPMENT IN HANDLING BONDS 


Mr. Gary. I am very sorry that our committee was not able, during 
its visit to Detroit the week before last, to continue on its trip to 
Chicago to visit the Bureau of the Public Debt. We were trying to 
inspect. some post offices and Treasury installations at that time, and 
we had hoped to go—well, in fact, after snending the day in Detroit 
looking over the post office, we left for Chicago, but the weather was 
so bad that we could not land in Chicago and we had to turn around 
and come back to Washington. We were therefore, unable to see the 
operations of the Bureau of the Public Debt. 

I assume, however. that they are continuing their advance in elec- 
tronic equipment and that it is resulting in a savings in the handling 
of our bonds; is that correct ? 

Secretary Anperson. That is correct, sir. 

Mr. Gary. How are the new nuncheard bonds working out? 

Secretary Anperson. Very satisfactorily, I think, sir. 

Mr. Gary. You have not had any difficulty with them so far? 

Secretary Anprrson. No, sir. None that has come to my attention, 
that is. 

SETTLEMENT OF CLAIMS 


Mr. Gary. I am glad to see that the Office of the Treasurer has 
been adopting some methods to eliminate the redtape, in which. nar- 
ticularly with respect to small claims, you are taking some calculated 
risk. 

I think the Government should be very careful at all times to 
defend the claims asserted against it and to protect the revenues of 
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the Government; but, I think you can go to such extremes that the 
protection will cost more than you stand any chance of losing. 

In your prepared statement, you state that this involves taking a 
calculated risk and that you will probably have to call on Congress 
some time in the future. I was wondering if it would not be possible 
to set up a reserve for claims to take care of this situation so as to 
eliminate the necessity of coming to Congress in the event of loss. 

Secretary Anperson. I would think that such a reserve might very 
well be established. It has occurred to us that we would need to have 
some experience before we would undertake to make a recommenda- 
tion along this line. 

We are frankly feeling our way because we realize that when you 
relax any kind of investigation, even of these small claims, as we state 
here, you do take some kind of a calculated risk; and as experience 
establishes what the risk is, we may be desirous of coming back to 
Congress and ask for something along that line. 

Mr. Gary. I am glad you are experimenting along that line because 
I think we have entirely too much redtape with respect to claims, 
particularly with respect to the smaller claims which are being pre- 
sented by people who need their money, and to whom the element of 
time is very important. It may be that by setting up a small reserve 
each year you could spread any pater loss more evenly over the 

ears. 
* Secretary Anperson. Mr. Chairman, I am glad to have that rec- 
ommendation. It is one that we ought to do. We recognize, as the 
chairman states, that these small claims are very important ones 
because they are people who need their money. 

We know in the past from your own experiences and from ours that 
there is a constant complaining of the time which it takes to settle 
these claims to the Members of Congress, who in turn have to send 
down to us for information, and data from us, and I think the pro- 
cedure will be a convenience. I hope that it is one that is not abused. 


SURVEY OF SAVINGS BONDS DIVISION 


Mr. Gary. You are having a survey of the operations of the Savings 
Bond Division. Has that survey been completed? 

Secretary Anprerson. We asked Mr. Stiles, who is the director of 
our Savings Bond Division, to undertake a study of the whole system, 
and he is in the process of making such a study. The completed re- 
port of his study has not been delivered yet. 

Mr. Gary. When we take up that item, I wonder if Mr. Stiles could 
come in and give us some idea of what he is doing. 

Mr. Anperson. He could indeed. 

Mr. Gary. We do not want to request that the results of the in- 
vestigation be turned over to us before they are turned over to you. 
I think the results of the study should be turned over to you, and 
you should have an opportunity to study them before turning them 
over to us; but if you could have him ¢ one before the committee, 
and give us some of the details, we would appreciate it. 


Secretary Anperson. We would be glad to do that, Mr. Chairman. 
We will be glad to have him come up and supply the committee with 
any information we may have. 
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May I go off the record a minute? 
Mr. Gary. Yes. Off the record. 
(Discussion off the record.) 


INCREASE IN E- AND H-BONDS 


Secretary Anperson. I should like to tell the committee that during 
calendar year 1958 outstanding E- and H-bonds increased $1 billion. 
The E-bond holder normally , his security for an average of a 
714-year period. 


COAST GUARD LIFEBOAT STATIONS 


Mr. Gary. Mr. Secretary, I was rather astonished at one statement 
in your remarks concerning the Coast Guard to notice that in the 
lifeboat stations at times the work duty loads average 120 hours per 
man per week. 

I wonder if you could explain that to us. 

Secretary Anperson. I do not have any detailed explanation of it 
other than to say to the chairman that it also came to me with a great 
deal of surprise. 

I think Secretary Flues is here, and he is responsible for this area, 
and he might be able to give you a fuller explanation. 

Mr. Fuvugs. I can say that figure, Mr. Chairman, can be broken down 
into 66 hours actually on duty, and the other 54 hours as simply stand- 
by status; so that the men are not on duty 120 hours, but it is broken 
up into 66 hours on and 54 hours standby. They do have to be at the 
station, however. 

Mr. Gary. Sixty-six hours is a right long week under our present 
standards, is it not? 

Mr. Fross. It is. 

Mr. Gary. Is that military personnel ? 

Mr. Furs. That is military. 

Mr. Gary. And they do not get paid extra for it. They do not get 
time and a half or double time. 

Mr. Fives. That is correct. With the increased personnel which 
these added sums will give, they hope to reduce that to approximately 
100 hours both active and standby. 


COAST GUARD AIRCRAFT 


Mr. Gary. Mr. Secretary, I am certain that Mr. Canfield will join 
with me in expressing some regret at the statement— 
although the funds requested for Coast Guard aviation are below the amounts 
projected for 1960, in our aviation report to you, we feel that replacement of 
overaged, obsolete aircraft can continue apace, utilizing certain aircraft loaned 
to us by the Department of Defense. 

This committee has been deeply concerned for a number of years 
over this aircraft replacement program. 

We tried for a long, long time to get a program. Finally, you 
brought in a program last year; and after the program was presented, 
certain changes were made in it. Now I see that you are still not fol- 
lowing this program, and I am very much concerned over the failure 
to follow out a sound replacement program because I fear that the 
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safety of the men using those planes may be endangered. I wonder 
if you could give us more information concerning that. 

ecretary AnpersoN. Mr. Chairman, we recognize that we do have a 
problem of maintaining our aircraft. We also have other types of 
Coast Guard requirements, both from the standpoint of shore con- 
struction and for increases in the reserve forces, for replacement of 
vessels, and this sort of thing. 

We are going to have some additional expense coming along because 
of the Boating Act which the Congress has just passed. It just gets 
to be a matter of how we arrange priorities and the rate at which we 
can arrange them. 

What we are trying to do is to take advantage of all the technical 
developments that are taking place. If you will notice, in one area 
here we have indicated that we are trying to experiment in the field 
of using jet aircraft in search and rescue operations. 

In the meantime we have an arrangement with the Department of 
Defense whereby we utilize aircraft which belong to the Department 
of Defense in our operations. I think that we feel that the program 
is moving modestly, but it is, nevertheless, a constructive one that is 
moving toward the objective, although perhaps not as rapidly as the 
chairman would like to see it move. 

Mr. Gary. Can you assure us that the safety of the men is being 
absolutely protected ? 

Secretary ANnprrson. I can assure you that no evidence has been 
brought to me to the contrary by the Coast Guard. I would say, 
however, that as Mr. Flues, oe again has that responsibility, could 
amplify it, he should do so. 

Mr. Fives. Mr. Chairman, in relation to this program, I may say 
that there are some C-—54 planes which were going to be made surplus 
by the Air Force. I found out that a group of some 40 of them 
would be coming on the market, and we had the choice of 9 of those, 
the best of the lot, to take over for Coast Guard use. 

Those C-54’s are excellent planes. We have gotten rid of all the 
old stuff, like the Flying Fortresses that were still in the Coast Guard 
and had been used for long-range work, by applying these C-54’s to 
those needs. 

We are beginning the program on the C-131B’s. We are starting 
with some of them, 

Another thing we have to remember is that we are devoting quite 
a bit of the money toward modification of the UF aircraft. The last 
27 of them need such modification, and we have to do them all in this 
1960 appropriation because the company which is doing the modifica- 
tion of these for us will be taking this particular model off its line; 
and if we had to go back and do it later it would be much more expen- 
sive, and so we have got to do the whole job of modifying these 27 
in this 1 fiscal year, and that is an item of $2,100,000 for this item 
alone; but I can assure you that our coastguardsmen are going to be 
in safe planes. 

FEDERAL BOATING ACT 


Mr. Gary. You also stated that it should be noted that funds to 
implement Public Law 85-911, the Federal Boating Act of 1958, are 
not included herein as firm estimates of requirements, could not be 
prepared in the funds submission. 
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Does that mean that we will probably get a supplemental request on 
that item ? 

Secretary AnpErson. We are working now to determine how much 
of the workload can be absorbed, what the requirements will be. I 
could not give the chairman absolute assurance as to whether or not 
we would ask for a 1959 supplemental. We will probably-— 

Mr. Gary. I am talking about a supplemental for the fiscal year 
1960. You are not asking for any funds for 1960. Does this mean 
we will get a supplemental request for 1960? 

Mr. Fives. Mr. Chairman, this particular item is fully understood 
by the Bureau of the Budget and, as quickly as the cost is determined, 
they are prepared to include it in a contingent supplemental appro- 
priation for 1960. That has been taken into consideration already. 
Am I right on that, Mr. Johnson ? 

Mr. Jounson. I would like to change that wording slightly, Mr. 
Flues. I would like to say, if you will permit me to offer the sugges- 
tion 

Mr. Fives. Surely. 

Mr. Jounson. The Bureau of the Budget is aware of the fact that 
we could not determine what funds would be needed for the boating 
program at the time the 1960 estimates were submitted. 

The Budget has made no commitment, nor have we made any com- 
mitment as to any specific sum for a supplemental. 

Mr. Gary. If a supplemental is requested, it would throw the 
budget out of balance, would it not? Will the Government obtain 
any revenue under that law ? 

Mr. Jonunson. That is something that is being questioned. There 
is a possibility that it will. Yes; however, there is also the pos- 
sibility that some of the revenue may go to the States rather than to 
the Federal Government. 

Those items have not been finally concluded. There is, as you 
know, included in the overall budget a small sum for contingencies. 
I would not want to say that the Bureau of the Budget has considered 
in arriving at that sum of that contingency this item. I merely point 
out that if we were in need of a supplemental, the Budget may find it 
possible to give some consideration to using a small part of that small 
sum for contingencies. 





CONSTRUCTION AT COAST GUARD ACADEMY 


Mr. Gary. What is included in this request for construction at the 
Coast Guard Academy ? 

Mr. Fives. There is nothing included in this for construction at 
the Coast Guard Academy. 

Mr. Gary. I would like to state that I am receiving a great many 
letters. There seems to be a concerted drive on the Congress for some 
additional funds for the Coast Guard Academy. 

Most of them are coming from parents of boys in the Academy. 
Frankly, I fully realize the situation at the Academy. Not only have 
I served on this committee for a long, long time, but I have also had 
the privilege of serving as a member of the congressional Board of 
Visitors of the Academy for the last 4 vears. 

There is unquestionably a great need for some capital improvements 
at the Academy, which call for additional expenditures. I think the 
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Board of Visitors recommended items totaling about $6,600,000. 
Most of the letters that are coming to me refer to the fact that the tem- 
porary barracks that are in use,there are unsafe and are fire hazards, 
which is unquestionably true. 

That situation was taken care of so far as the cadets are concerned 
by the $2 million appropriation authorized last year for the new wing 
to Chase Hall. 

I understand, however, that some temporary. barracks will still be 
uséd for the officer indoctrination course. Frankly, I can appreciate 
the fact that we have just a certain amount of money to spend and that 
in the spending of this money, we must determine what is most im- 

ortant. Nevertheless, it is awfully difficult for me to tell these parents 
that I do not favor this additional expenditure of $6,600,000 in the 
Coast Guard Academy when the Air Poses Academy out at Denver 
is spending hundreds of millions of dollars. 
ne glaring example shows to what extent the Coast Guard is a 
discriminated against. The Coast Guard went to their own personne 
for contributions and raised the funds for a chapel that was badly 
needed at the Coast Guard Academy. Today the Government is 
building a chapel at the Air Force Academy which will cost ap- 
proximately $3 million. I do not think we should make fish of one 
and fowl of the other, I think the Coast Guard is doing as good a 
job as any agency of the Government. They are doing it efficiently, 
and they are doing it economically. 


ACCRUED EXPENDITURES 


In my judgment if the other branches of the Armed Forces were as 
economical and efficient in their operations as the Coast Guard, we 
would not only have plenty of money for debt reduction, but we 
would also have some for reduction of taxes; and in that connection 
I want to express my regrets over the fact that the Bureau of the 
Budget has seen fit to make the Coast Guard the guinea pig insofar 
as the accrued expenditure legislation is concerned. 

H.R. 8002, which was recommended by the Hoover Commission, was 
legislation designed to govern expenditures on an accrued-expendi- 
tures basis. When it came to the Congress, some of us knew that 
it would not work, and, therefore, we very bitterly opposed it. Final- 
ly, we convinced those that were handling the bill that it was thor- 
oughly unworkable, and they junked the whole bill, cut out all of 
it except the number of the bill, and brought in a substitute bill. 
The substitute bill was finally passed. 

Under it, I am told that in the 1960 budget the Budget Bureau 
has applied the principles as outlined in that bill to only six items. 

Two of these six items involve expenditures by the Coast Guard, 
and they constitute by far the greater portion of the amount involved. 
As a matter of fact, the total of the six items amounts to only 0.41 
percent of the total budget request. 

I see no reason for making the Coast Guard the guinea pig in this 
experiment. I think they are efficient; and when I asked the Budget 
Director before the full committee why that was done he said that 
they were doing it because the Coast Guard was efficient and that 
their books were in such shape that they could apply this law in some 
measure. 
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I notice you cannot apply it without limitations and exceptions. 50 
far as I am concerned, I am perfectly frank to say I shall vote to 
strike the limitation from the bill. 

Mr. Passman. Mr. Chairman, will you yield? 

Mr. Gary. Yes, sir. 

Mr. Passman. I should like to associate my views with those of the 
distinguished chairman, and say I agree 100 percent with what you 
have to say about the Coast Guard. 

Mr. Gary. We will insert at this point the figures on the six ap- 
propriations for which accrued expenditures are proposed. 

(The statistics referred to follow :) 


Appropriation requests in the 1960 budget for the 6 appropriations for which 
accrued expenditure limitations are proposed under H.R. 8002 (Public Law 
85-759) 





Agency and appropriation 


Estimate, 
1960 


Change _ 





Veterans, construction of hospital and domiciliary facilities _.--. 
General Services, repair and improvement of federally owned 
buil tings -___ 
Canal Zone— 
Operating expenses 
Capital outlay 
Treasury, Coast Guard— 
Operating expenses 
Acquisition, construction, and improvement 











$19, 295, 000 
75, 000, 000 


18, 033, 000 
3, 100, 000 


178, 900, 000 
18, 150, 000 


$20, 159, 000 
60, 000, 000 


18, 934, 000 
3, 096, 000 


190, 900, 000 
24, 500, 000 


+-$864, 000 
—15,,000, 000 


+901, 000 
—4,000 


+12, 000; 000 
+6, 350, 000 





312, 478, 000 


317, 589, 000 


+5, 111, 000 








- 0037 





- 0041 








Accrued expenditure limitations proposed in the 1960 budget under provisions « of 
H.R. 8002 (Public Law 85-759) 





Agency and appropriation 


Budgeted expenditure estimates (checks : 
issued—not accrued expenditures) 





1959 


1960 


Change 





Veterans Administration, construction of hospital and domi- 
SR a See aE Ea es AER A J 
General Services, repair and improvement of Federally-owned 
uildings 
Army Civil functions— 
Operating expenses, Canal Zone 
Capital outlay, Canal Zone 
Treasury, Coast Guard— 
Operating expenses 
Acquisition, construction, and improvement 


$45, 000, 000 
65, 000, 000 


17, 856, 000 
3, 426, 000 


177, 026, 000 
16, 135, 000 


$55, 000, 000 
60, 000, 000 


18, 660, 000 
3, 250, 000 


188, 287, 000 
16, 089, 000 


wd 
+$10, 000, 000) 
—5, 000, 000 


+804, 000 
—176, 000 


+11, 261,000 
—46, 000 





324, 443, 000 


341, 286, 000 





- 004 


- 0044 














WHITE HOUSE POLICE ASSIGNMENTS 


Mr. Gary. Thank you, sir. With reference to the White House Po- 
lice, Mr. Secretary, can you tell me why the White House is so in- 
sistent that these police be substituted for the General Service guards 
over in this building adjacent to the White House grounds? 

Secretary Anperson. Mr. Chairman, the White House Police do 
receive a highly specialized kind of training. We try to be as dis- 
criminating as possible in the selection of the personnel. I would not 
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by inference want to indicate that others are not seeking an opportun- 
ity to get highly efficient people. 

Lodged in the Executive Offices of the President are such records as 
those of the Special Assistant to the President for Science.and Tech- 
nology. We had some sessions with the General Services Administra- 
tion as to whether or not it could be done as economically by using 
additional.White House Police as it could be by GSA police. 

I inquired as to that just this morning and was told that the GSA 
costs are slightly above what is estimated to be the cost by adding the 
White House Police, 

I think there is one other practical consideration. As you know, 
the White House Police have responsibility for the White House, and 
are concerned with the problem of persons who enter the Executive 
Office Building through entries other than the access directly to the 
White House and, therefore, some work is already involved in screen- 
ing individuals who have been previously screened by the GSA. com- 
ing in from those entrances, who then proceed across to the White 
House grounds proper, and this duplication of effort, I think we could 
avoid by having the same force. 

Mr. Gary. As I understand it, this does not cover the Executive 
Office proper. It covers about two or three floors over in the old Army- 
Navy Building, is that not correct ? 

Secretary Anperson. It is now known as the Executive Office 
Building. 

Mr. Gary. They have changed the name of it to the Executive 
Office Building? : 

Secretary Anperson. I think that is correct. 

Mr. Gary. These police are only to police a couple of floors, are 
they not, and the rest of the building is to be policed with GSA 
guards; is that not correct? 

Secretary AnpErson. Actually the area covers about two-thirds of 
the second floor. The rest of the building is policed by GSA guards 
at night only. 

Mr. Fives. This will be a relatively small area, sir, of thé Execu- 
tive Office Building. tt 
' Mr’ Gary. Does that area that you refer to cover the Security 
Council ? 

Mr. Scripner. No. The Security Council is located on the third 
floor. This area covers an important part of the President’s im- 
mediate White House office, such as the offices of the special assistants 
to the President for science and technology, foreign economic affairs, 
aviation, and others. 

Mr. Gary. I hate to oppose the White House on this, but we do 
not want to begin expanding this White House Police Force all over 
Washington, particularly into areas which are already guarded by 
GSA. It would seem to me that the GSA, already guarding a part 
of the building, would be in better position to guard the entire build- 
ing; but you say this area has been completely separated from the 
rest of the buildin 


2 
_Mr. Scrrpner. There are access doors, but they have erected par- 
titions so that they can shut this part off ; yes. 
Secretary ANpErson. On those particular floors, security doors are 
constructed into the elevators so that at the appropriate time they 
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can be sealed off so that people coming and going on the elevators 
would not have access to those floors. 

Mr. Gary. How many members of the White House staff occupy 
these offices ? ‘ite ' , 

Secretary Anperson. I do not have that figure. I would be glad to 
get it and give it to you. 

Mr. Gary. Yes, and also what their capacity would be. 

Secretary ANDERSON. Yes. 

(Notre: Additional testimony may be found beginning on p. 172.) 


RUSSIAN ECONOMY 


Mr. CanrieLp. Mr. Secretary, when you appeared before the full 
Committee on House Appropriations, just a few days ago, 50 mem- 
bers serving thereon, I am sure that you were pleased with the re- 
actions of the individual members to your testimony. 

I believe it was practically unanimous that you were doing a tre- 
mendous job in your very important assignment as Secretary of the 
Treasury. This was expressed on both sides of the aisle, and I might 
add this statement: I have yet to hear a Democrat or a Republican 
Member of Congress criticize you in your approach to your assign- 
ment. 

Secretary Anperson. I am very grateful, sir. 

Mr. Canrtetp. We are all mindful of your remarkable background 
for the job you have, and we are all very proud of the way you are 
discharging your responsibilities. 

That is the reason, I am sure, why the American people feel that 
we have the right man as Secretary of the Treasury and why con- 
fidence is also expressed abroad. 

Now when your predecessors have appeared before this committee 
in other years, I have asked them to have experts under their juris- 
diction provide for the record a reasonably brief statement about the 
difference between the Russian economy and our American economy : 
how the Russians raise taxes, how they expend funds compared to ours. 

Would you be willing to do that? 

Secretary Anperson. Yes, sir. I would be glad to furnish such a 
statement. 

I do not know the precise information we have on that subject, 
but I will be glad to give the committee all the information we have 
available. 

(The following information was later supplied :) 


SovIET BUDGET FoR 1959 


In looking at the budget of the U.S.S.R. there are a number of major points 
to be kept in mind. Because of the great diversity between the Soviet and 
American economies, budget coverage is very different. The Soviet state budget 
includes the major share of outlays for investment and for the planning and 
administration of economic activity, such as are financed in the United States 
largely through private enterprise. In addition, the Soviet state budget con- 
solidates the expenditures and revenues of the Central Government with those 
of the union republics and local jurisdictions—including the major share of out- 
lays for education—and thus would be somewhat akin to a consolidation of 
Federal, State, and local budgets in the United States. Moreover, many ex- 
penditures which would appear in our budget as defense or other national se- 
curity programs are not included under “Defense” in the Soviet budget but 
rather under other headings; for example, under “Social-cultural measures” 
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(which includes scientific research) and, presumably, also under “Financing of 
national economy.” Finally, on the revenue side, it is to be noted that social 
insurance receipts and even proceeds of state loans are counted as budgetary 
receipts. 

Planned budget of U.S.S.R. for calendar 1959 























! 
| Billions of | Percent of 
rubles total 
Revenues: 
3 ee eee ee ee 332. 4 45.9 
Profit deductions from enterprises and organizations 154.9 21.4 
Direct taxes from individuals.--......-....-..---.------ aCe cutorede 56 0 7.7 
Taxes on enterprises and organizations............--..-.---------.------- 19.6 37 
All other (including social insurance receipts and proceeds of state loans) _. 160. 5 22.2 
IR at inigthipn en imdtninedtaddnints Hanoi amidmaiouamnile 723. 4 100.0 
Expenditures: 

Financing of national economy: 
SEE. ccieg dacdvichs wacihen tamed ake cbaasmne dem datauteate haskengee OS Se ee 
Agriculture ._-.-- SRbes sh IEACR an dee nneenewinnes sanunuedeacerdaneel Saar 
‘Tremere amd Communioations..... ... . ...... ccccncccccee nce e ncn cnccece . | 9 Sees seem 
Rn oe cares Shae Ndey She kedbesecetesuciubadbegnene a ee ee ae So 
ME a ithctidcwetetikebeeie ee ee dient eeieaietea elaine 308. 7 43.6 
Social-cultural measures (education, science, health, social security) - - _.- 232.0 32.8 
I - Ceccnk nik uae evnn Seiad aesmund cspemnda chabuenue kyaetour adieu ems 96. 1 13.6 
Pai cid ccc cwcepescnpacwieequuscssasonessscenapenses chiasaudaguwens 70.8 10.0 
IE oak uaknwdcSitncnnbacxoancdphidedesdddomwnekeebaenn 707.6 100. 0. 











Mr. Canriexp. I asked that question, Mr. Secretary, because writers 
of editorials in some of our leading newspapers are currently asking 
this question: Is the American economy, as now constituted, able to 
match the Russian economy as we find it today ? 

Are the American people willing to make the necessary adjust- 
ments and sacrifices to keep abreast of the challenges of our day? In 
other words, survival in this world is the first law of nature, and the 
American people realize that we have got to have a very strong 
defense posture, that we cannot permit the Russians to broaden the 
gaps now said to exist between our military and their military 
potential. 

Are the American people geared now to do the job that must be 
done in order to survive? Would you want to make any general com- 
ments on that question today ? 

Secretary AnpEeRson. Congressman Canfield, I have a great deal 
of confidence in the American people. I think when fully informed, 
they are willing to undertake whatever is necessary for the defense 
of our country and for its sound economic growth. 

It seems to me in this time when, for an imponderable period, 
tensions are not likely to significantly diminish, that we realize the 
first order of our business is our national security. 

I think as a corollary to that statement, one must remember, if you 
are going to have—and particularly if you are going to maintain 
military security during a long period of time—it can only be based 
on a sound and a dynamic society. 

This, of course, requires judgment. It requires priorities. It 
seems to me that our approach should be this: let us do in point of 
time everything that it is necessary for us to do, and then let us in 
point of time do as many of those additional things as are desirable— 
and still maintain a process of paying for what we take and for what 
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we use during periods when our gross national product and our in- 
come are high and our economy is operating at a high level. 

Mr. Canrietp. You believe that realizing those facts, the American 
people will adjust themselves and make any necessary sacrifices that 
are required? You do believe that? 

Secretary Anverson. I think our people would. Yes, sir. 


INCREASE IN INTERNAL REVENUE SERVICE PERSONNEL 


Mr. Canrrevp. The chairman has referred to the fact that in this 
budget we are asking for new personnel—mainly field workers— 
for the Internal Revenue Service. I think it is always wholesome 
and salutary, Mr. Secretary, in these hearings to emphasize that that 
means the examination of more returns. 

Secretary Anperson. That is correct. 

Mr. CanFietp. I recall last year in my examination I asked the ques- 
tion if you felt that personnel in the Internal Revenue Service had 
reached the point of diminishing returns, that any new agents might 
not be necessary. 

I take it from this budget you feel that every dollar appropriated 
for new personnel you can make returns upward of substantial 
amounts in collections. 

Secretary Anverson. That is correct. I think it is very difficult to 
just say that for every dollar you expend you get so many back. It 
would be a range of something. 

Mr. Rose. It would be 10 to 20. 

Mr. Canrtevp. I understand that some years ago, such estimates 
were made, and I think the Executive referred to the $20 amount, but 
I think it is somewhere between $10 and $20. 

Mr. Rosr. That is what the present Commissioner says. 

Mr. CanrreLp. That is what the present Commissioner of Internal 
Revenue says. I am glad to hear that, and I trust that in checking 
out these small deficiencies, that is $10, $12, $15, $20, or $25 we are 
not spending $200 and $300 in reaching the party involved. I think 
— aed be made on the approach where there is real money 
involved. 

Secretary Anperson. Of course, as you know, there are errors which 
result from mathematical inaccuracy. We are attempting to do the 
job largely electronically, which should speed up the process enor- 
mously. 

NARCOTIC TRAFFIC 


Mr. Canrtetp. I understand Customs works with the Bureau of 
Narcotics in the matter of trying to keep heroin out of the United 
States. Do you feel that at ports such as New York, which is the 
a port in the world, that you have sufficient men in Customs and 
in the Bureau of Narcotics to stop the flow of this illicit traffic into our 


country ? 

I believe the Coast Guard also has a responsibility in that connec- 
tion to a somewhat lesser degree. 

Secretary AnpErson. This, as you know, is a highly specialized area 
of law enforcement. I think we have a very able group of men re- 
cruiting and maintaining the ablest men in this area. The high degree 
of specialization is a problem for us. I think we feel that we are 
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doing a reasonably good job with it, although as long as you are 
getting any narcotics through at all,itisaburden. 

If you wanted any additional amplification of this, we would be 
glad to furnish you whatever you want. 

Mr. Canrte.p. In that connection, Mr. Secretary, I understand 
from your statement today that the Bureau of Narcotics itself is ask- 
ong for no new agents. 

Sentear Anperson. That is correct. 

Mr. Scripner. They put some on last year. 

Mr. Canriexp. Is some money being absorbed by the Bureau? 

Mr. Fives. There was a $300,000 pay increase in the Bureau, but 
that will go through the pay increase. 

Mr. CANFIELD. But I was told they might drop three or four agents; 
is that true? 


INCREASE IN CUSTOMS SERVICE PERSONNEL 


Mr. Fives. I didn’t hear that. Pardon me, Mr. Secretary. In 
connection with the Bureau of Customs, among the new employees 
who are requested are included 30 enforcements agents and 66 in- 
spectors, so that there will be a more effective inspection and enforce- 
ment in the customs work. ; 

Mr. Canrtevp. Mr. Secretary, because of some of the reported 
problems of the port of New York, which, as I said before, is the larg- 
est port in the world, in the customs field particularly at Idlewild, I 
have suggested to the chairman of this committee, and I think he is 
considering it seriously, the sending of our subcommittee to the New 
York area to that airport to take a Scan into its operations. 

Secretary Anperson. I think you will find it very interesting and 
very informative. 

Mr. Canrietp. And I think we would then appreciate more some 
of the problems they face up there incident to this increased traffic of 
passengers and cargo into our country. 

Secretary Anperson. I have taken the opportunity in the last few 
months to go out to Idlewild myself and try to look into the new proc- 
esses that they have instituted. 


COAST GUARD AIRCRAFT 


Mr. Canrretp. Like the chairman, I am addressing myself to Mr. 
Flues myself who has so much to do with the Coast Guard. Iam glad 
to hear your statement that the men of the Coast Guard are not and 
will _ be obliged to fly any planes that are known or believed to be 
unsafe. 

I believe that is very important because some few years ago, as you 
may recall, on a visit to Bermuda I found Coast Guard planes which 
were unsafe and which were openly criticized by Navy authorities 
who were in charge of our military authorities in the Bermuda area. 
_ I do not like to see the Coast Guard get the hand-me-downs when 
it comes to planes from the Air Force or the Navy or any other mili- 
tary agency. 

For a period of years it seems to me that they have been very much 
on the short end when it comes to that. 


36439—59—— 3 
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Speaking of the shore program, it seems to me that Admiral 
Richmond said last year, or it may have been a year before, that 
the Coast Guard was many years behind in its development. 


COAST GUARD RESERVE PROGRAM 


In reference, Mr. Secretary, to the Coast Guard Reserve, I am 
sure you know of my interest in this subject. 
Secretary Anperson. Yes, sir. 


Mr. CanrieLtp. You indicated in your presentation today that a 


$500,000 sum was absorbed in this item alone. Will you be good 
enough to explain how this was done and what effect it had? 

Secretary Anperson. Then may I direct the question to Mr. Flues? 

Mr. Canrietp. Yes. 

Mr. Fives. This $500,000 represents the pay increase, and that is 
being taken care of within the $15 million appropriation for the Re- 
serve training program. 

Mr. Canrtevp. I ask what does it mean? Does that mean any part 
of the program is being retarded or done away with? 

Mr. Fives. No. That would not be the result. There are certain 
nonrecurring costs in the 1959 budget, which means that this money 
will be available in the 1960 budget to take up the pay increase and 
yet leave sufficient funds to forward the training program of the Coast 
Guard for the Reserve. 

Mr. Canrtep. In other words, the current program is not being 
reduced ? 

Mr. Fives. No, it is not being reduced. It is actually being in- 
creased, Mr. Canfield. 

Mr. Scrrener. In the 1959 budget, that is to cover the cost of 
ane the Dexter back into service, which cost approximately $1 
million. 

Of course, you will not have to do that in 1960 because that ship 
will readily be available. 

Mr. Canrretp. What about your other Reserve facilities? Are 
they being taken care of ? 

Mr. Fives. Yes. There are some things we can do there, of course; 
but it is all done on a priority basis; and if the money is available, 
the need will be met. 

Mr. Canrievp. But they are not being cut on anything? 

Mr. Fives. They are not being cut on anything in the way of their 
training program. 


CONSTRUCTION AT COAST GUARD ACADEMY 


Mr. Canrietp. I would like to subscribe to my chairman’s state- 
ment about the barracks he described in the Coast Guard Academy at 
New London. 

Very recently, you may recall, some Air Force cadets were in a so- 
called barracks building at Syracuse University, and in a winter storm 
one night five American boys were wiped out by fire. I hope nothing 
like that will ever occur in any facilities under the jurisdiction of the 
Coast Guard. I hope that every precaution is being taken to make 
certain that such a tragedy will not come to pass. 
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Secretary Anperson. Mr. Canfield, may I say something here, be- 
cause I am sure that the chairman will appreciate this information, in 
view of the letters which you are receiving from some of the parents? 

Mr. CanFIetp. Yes. \ ra a 

Secretary Anerson. I would like to say as the chairman indicated, 
when the new addition to Chase Hall was completed, all of the regular 
cadets of the Coast Guard will be housed in permanent buildings. 
Now, those who are in the officers’ indoctrination course are and will 
still be in some temporary structures, but I think the committee should 
know that the Coast Guard feels that they are becoming cramped in 
their quarters, that it may very well be that the officers’ indoctrination 
group ought to be moved out of the Coast Guard plant. t 

One alternative, if this were decided, would be to go and acquire 
additional land next to the Coast Guard Academy ; but as the chair- 
man knows, this would be very expensive. It is built right in the 
middle of a city. aie P Y 

What they are doing is making examinations of various other in- 
stallations of a permanent character that are being surrendered by 
one of the military forces to determine whether or not such an instal- 
lation would be made suitable for the officers’ indoctrination course. 

In the light of this kind of a decision or this kind of a study, we 
have not felt that it was appropriate in point of time to come in and 
recommend a permanent structure for the officers’ indoctrination 
course, and then maybe a short time afterward come in and propose 
funds to move it somewhere else. 

The only remaining buildings then that would affect the cadets 
themselves would be the recreation hall and the fieldhouse and the 
auditorium, which are all one-story buildings; they are not multiple- 
story buildings. 

Mr. Canrietp. Mr. Flues, I know you recall in fiscal year 1958 
there were some transfers made from Coast Guard reserve funds. 
There are no transfers contemplated for the coming fiscal year? 

Mr. Fivuzs. Not now. 

Mr. Scrisner. There is no authority to do that in 1959 anyway. It 
was only in 1958. 

Mr. Furs. Let me assure you, Mr. Canfield, that all is being done 
to provide safety in these temporary structures. In each of these, 
there is a roving watch maintained at all times. There has been some 
point made of the fact that there are ropes provided in every room 
on the third floor of these buildings. 

Actually, that is a very good precaution. These men are instructed 
in the use of those ropes. They could be out of the building in a 
matter of seconds; and it has been estimated that all men could be 
evacuated from these buildings and fire equipment on the scene with- 
in 2 minutes after an alarm. 

Mr. Canrretp. Mr. Secretary, I predicted last year, when you were 
sitting on the other side of the table as you are now, just beginning, 
in a sense, your work as Secretary of the Treasury that you would 
show in the passing months that you were more Coast Guard minded 
than some of your predecessors. 

I believe that you are showing that, and I am very happy about it. 

Again, in closing my examination, I want to salute you for the way 
you are performing your tasks. 
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Secretary Anperson. Thank you very much. 
Mr. Canrievp. You are doing a wonderful job. 
Secretary Anprrson. Thank you very much. 
Mr. Gary. Off the record. 

(Discussion off the record.) 


BUDGET TOTALS AND PUBLIC DEBT SINCE 1946 


Mr. Passman. Mr. Chairman, I came into the political arena in 
what we shall think of as calendar year 1946, and I have watched 
et continual increase in peacetime expenditures and also the public 

ebt. 

Without objection I should like to have inserted in the record the 
budget receipts, budget expenditures, surplus or deficit and public 
debt for each fiscal year beginning with 1946 through 1959, inateslee. 

That is 14 years, and it will be found in the Federal Budget in 
Brief pamphlet. 

(The matter referred to follows:) 


Budget totals and public debt since 1946 


{In millions of dollars] 





























Budget Budget Surnlus (+) | Public debt 

Fiscal year receipts expenditures | or deficit (—)| at end of 

year 

1946. 39, 771 60, 448 —20, 676 269, 422 
EE eednoner a 39, 786 39, 032 +754 258, 286 
41, 488 33, Of9 +8, 419 252, 292 
37, 696 39, 507 —1,811 252, 770 
3A, 495 39, 617 —3, 122 257, 357 
47, 568 44, 058 +3, 510 255, 222 
61, 391 65, 408 —4,017 259, 105 
64, 825 74, 274 —9, 449 266, O71 
64, 655 67,772 —3,117 271, 260 
60, 390 64, 57 —4, 180 274, 374 
68, 165 66, 540 +1, 626 272, 751 
71,029 69, 433 +1, 596 270, 527 
saeco 69, 117 71, 936 —2,819 276, 343 
ES SS Ee en 68, 000 80, 871 —12, 871 285, 000 
Se ORO oid es ahiisdidnncudacndécdacbes 77, 100 77,030 +70 285, 000 

















TRUST FUNDS 


Mr. Passatan. Mr. Secretary, I observe that on page 58 of this 
pamphlet and also in your statement the deficit for fiscal 1959 is esti- 
mated at $12,871 million; yet on page 54 of the same pamphlet the 
excess of payments over receipts is stated to be $13,248 million. 

What does the difference represent ? 

Secretary Anperson. The difference, Mr. Passman, comes about 
that the conventional budget does not include the trust fund receipts 
and expenditures and in the table on the Budget in Brief all of the 
trust fund receipts and expenditures ars included. 

Mr. Passaran. On page 54, it is indicated that payments will exceed 
total receipts by $15,248 million; is that correct ? 

Secretary Anprrson. That is correct. 

Mr, PassMAN. Does that mean some of the trust funds will have a 
minus in the deposits? 

Secretary ANDERSON. Yes, sir. 

Mr. Passman. Would you identify those trust funds for the record ? 
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Mr. Herretrincer. This is purely cash transactions in the trust 
funds. Some of the trust funds will receive interest from the Treas- 
ury, which is a noncash item. 

P ~ PassMaN. Would the difference have to be made up at a later 
ate 

Mr. Herretrincer. I don’t believe so. 

Mr. Passman. How can you pay out more than you take in? 

Mr. Herreirincer. The large funds, social security, for exampl 
might probably in a bad year be out some money. The interest a 
to trust funds is shown in the budget as an expenditure, but that is 
eliminated in this table on page 54, because it is a noncash item, and 
only the actual cash payments into the trust and actual cash payments 
out of the fund are shown in that table. 

If you take the actual amount appropriated out of the Treasury 
into the accounts, then you will usually have the receipts exceeding 
our expenditures, 

Mr. Passman. If that repeated itself every year, you would get 
into trouble, would you not? 

Mr. Herre.rincer. Yes. 

Mr. Passman. Is this a transfer of funds, to bring this into bal- 
ance? 

Mr. Herretrtncer. No. Last year there was more money paid out 
of the unemployment trust fund. Last year there was more money 

aid out of the social security account than was paid in, but that will 

e corrected next year. You will get more taxes this year coming in 
on social security. You will have less employment, so you will have 
less outpayments this year. Those payments actually vary from 
year to year. Some years you get in more and some years you pay 
out more. 

Mr. Passman. But in effect in fiscal 1959, we will pay out $13,248 
million more than we take in in cash ? 

Mr. Herre.rincer. Yes; the table on page 54 shows that in 1958 
the trust funds took in more than they paid out that year. 


ESTIMATED REVENUES 


Mr. Passman. As I stated, I am going to be brief here. As our 
distinguished chairman stated in the beginning, as a nonpartisan 
of the committee, this will be the last time I shall have an opportunity 
to ask these questions of the Secretary, and that is why I have pur- 
sued the question at this time. 

In this pamphlet, “The Federal Budget in Brief,” total receipts 
from the public for fiscal 1960 are estimated at $93,502 million against 
an estimate of $81,651 million for fiscal 1959; the estimate for fiscal 
1960 is based on the same type of taxes that we presently have with 
the exception of the gasoline tax and the postage rate increase, but 
forecasts an increase of $13 billion over the revenues for fiscal 1959. 

Am I reading those figures correctly ? 

Mr. HEFFELFINGER. Yes, Sir. 

Mr. Passman. Have we had any other period in the history of the 
United States where there has been that much of an increase in 
revenue, without increased taxes? 

Secretary ANDERSON. Yes, sir; in 1955-56 the increase in revenues 
to the Treasury from tax sources, when adjusted to the method of 
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corporate taxpaying, which was changed under the Mills amend- 
ment, the increase of 1956 over 1955 was $9,300 million. 

Based upon 1958 revenue figure over 1959, the difference between 
that year and our projected figure which is $9,100 million from those 
sources, or $200 million less, there will be more come into the trust 
funds because, if the Congressman will remember, last year the rates 
were raised on social security in order to put it on a sound actuarial 
basis so that over the next 3 or 4 years, there will be an increase of 
the amount collected from that source. 

Mr. Passman. You had some unusual circumstances, involving 
transfer adjustments, that made the difference between 1955 and 
1956, did you not, that you will not have again ? 

Secretary Anperson. No, sir; the only thing you were doing is 
you were simply adjusting the figures so that that would be a com- 
parable figure, based on the difference in what corporations were 
allowed to do. 

Mr. Passman. If you take 1956-57, there was a difference of about 
$3 billion; 1958 dropped $2 billion behind 1959. Nineteen hundred 
and fifty-nine is going to be about $1 billion behind 1958. I am just 
wondering if this is not a very optimistic estimate for 1960. 

Secretary Anperson. Mr. Passman, as I stated to the full commit- 
tee, nothing gives me greater concern than having to make an esti- 
mate 18 months in advance of how much revenue the Government is 
going to take in, in a country as varied as ours. 

It would comfort me a great deal more if IT were allowed to have an 
estimate that could fluctuate 3 or 4 billion dollars. This would not 
be consistent with our budgetary practice. 

Our figures were arrived at after a very meticulous search as to 
various estimates of gross national product, all projections as to rates 
of corporate profits, the increase in the rate of corporate profits, the 
increase in the rate of personal income, a comparative idea of how 
much growth might we reasonably expect in our economy, and taking 
figures generated not only by us, but by other departments of the 
Government—the Federal Reserve System, the Council of Economic 
Advisers, the Department of Commerce—and out of it you come to the 
point of having to make these standard estimates. 

What we have estimated is that we would get an increase from $68 
billion to $76,500 million, assuming the current tax rate, and that you 
would then get about $600 million because of the increased tax on in- 
surance companies, proposals to levy an increased tax or a single tax 
on the cooperatives in order to make effective what the Congress 
tried to do in 1951. 

Mr. Passman. Is that all included—to get a balanced budget, you 
would have to tax cooperatives, as well as increase the gasoline tax 
and the postal rate? 

Secretary Anperson. Yes; so that we would have some increase in 
receipts from other governmental agencies. For example, you get 
more from the Federal Reserve. They pay 90 percent of their net 
earnings to the Treasury. 

We will be paying them more interest on their short-term securi- 
ties. We will be taking back more from them as a result of those 
higher earnings. 
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Mr. Passman. Off the record. 

(Discussion off the record.) 

Mr. PassmAn. I am in favor of taxing cooperatives. 

I have used the 14-year period of our budget receipts and expendi- 
tures because it covers the postwar period, and I am covering the 
entire period. I am not breaking any particular period apart, but I 
should like to indicate for the record that at the beginning of this post- 
war period in 1946, the debt stood at $269 billion and in these 14 
postwar years we have managed to increase it, according to this esti- 
mate, to $285 billion. The Republican Party could not do that alone. 
Neither could the Democratic. I think it took both of them, but there 
is certainly a lot of meaning in these figures, a lesson to think about. 
that in these days of peace we have to spend this much in excess of 
our revenues. I am afraid when our offspring read these pages in 
history, they may not be too proud of some of us who serve in Congress. 

I think it is ridiculous for us to continue year in and year out when 
we have this great prosperity we are enjoying to spend in excess of 
our revenues. The time has come when we are going to have to give 
some serious thought to balancing one against the other in reality 
rather than in just imaginary figures. I am afraid that we sometimes 
deal in imaginary figures rather than in realities. 


EFFECT OF DEFICIT SPENDING ON INFLATION 


I have one final question, Mr. Chairman. Mr. Secretary, what 
would you consider the relationship between Federal deficit financing 
and inflation ¢ What effect would it have on the buying power of the 
dollar? 

Secretary Anperson. Congressman Passman, the extent to which 
deficits have to be financed out of the commercial banking system 
simply means that you increase the deposits for these institutions. 

You thereby increase the money supply. As you increase the money 
supply without a comparable increase in products of some kind, you 
create these inflationary pressures. 

It becomes a matter of degree, therefore, depending on the size of 
the deficits, meaning that you pay out more money than you take in 
and therefore you create to that extent money going into the economy. 
If it goes into the hands of real savings institutions or if it goes into 
the hands of individuals who save, if the money is actually saved by 
them, there is still some inflationary pressure because you put into the 
economy more money than you have taken out, but it is minimized. 

The problem becomes a burdensome one, a very worrisome one, 
when you go to the market and these institutional savers prefer some 
other kind of securities, whether it be common stocks or whether it 
be municipal bonds or whether it be State bonds or whatever it may 
be, and, therefore, to the extent that we are unable to sell our securities 
to that type of a purchaser, we are forced to resort to selling them 
through the commercial banking system, and, therein, as I say, you 
— so significantly to the money supplies and a very inflationary 

orce. 

Mr. Passman. Thank you, Mr. Secretary. Thank you, Mr. Chair- 
man. That is all. 
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PERSONNEL INCREASES 





Mr. Conte. Mr. Chairman, at the outset, I wish to express my feel- 
ing as a freshman Congressman to have the honor and privilege to 
serve on this Committee on Appropriations. 

I fully realize that it is one of the most important committees in 
the Congress, and I feel very humble that I have been chosen as a 
freshman to serve on it. 

_ I am also very privileged to have been chosen to serve on this sub- 
committee under your capable and able leadership, which I have heard 
a great deal about prior tomy coming to Congress. 

For that I am deeply grateful to the leaders of my party for 
giving me this responsibility. I am also pleased to hear the Secre- 
tary of the Treasury during the last 3 days, and I can say as a fresh- 
man again that I am deeply impressed by his presentation, and cer- 
tainly the United States and this Government are very fortunate in 
POE a man of his caliber and ability to handle such an important 

ob. 

Mr. Secretary, I was wondering in this budget how many jobs are 
included in this budget, if any at all—that is, new jobs. 

Secretary Anperson. As I recall, there are about 500 agents con- 
templated in the Revenue Service. The total civilian increase would 
“a 831. The total military would be 684. The total for both would 

1,515. 

Mr. Conte. So outside of the Internal Revenue Service and the 
military there are no added personnel ? 

Secretary Anperson. There would be 331 civilians spread out 
through the Department other than the Revenue Service, which would 
be added to Customs and some of these others. 


MODERNIZED EQUIPMENT 


Mr. Conte. It is interesting, the figure in your statement on the 
Bureau of Accounts where there is an increase of a-million-four-hun- 
dred-and-forty-thousand-some-odd dollars for processing increased 
workload of 2014 million checks, and so on. 

Then later on you mentioned the VA was going to have this new 
system of magnetic tape. Is this also being used in the Bureau of 
Accounts? 

Secretary Anperson. I will ask Mr. Heffelfinger to answer that. 

Mr. Herretrincer. Not yet, sir. We have some magnetic tape in- 
stallations that are being used, but this in the Veterans’ Administra- 
tion will be the first for issuing checks. That will be a byproduct of 
the VA accounting and paperwork, and then we will take their tape 
and produce our checks with it. 

Mr. Conte. If you had a magnetic tape under this Bureau of Ac- 
counts, you would be able to produce those checks a lot faster, would 

ou not ¢ 
7 Mr. Herretrincer. That is what we are looking ahead to. Once 
we get a magnetic tape installation, then we can gradually extend it 
to other agencies to the extent that they can change to magnetic tape 
installations. 

Mr. Passman. Mr. Secretary, with the permission of the chairman, 
I should like to state for the record at this point, and I think all my 








coll 
of 


r~) 
Lor} 
bed SO te er Oo tr7N 


i] _ 
° 


) 
a 


— 


bu 
con 
col 
It] 


pre 


ne’ 











39 


colleagues will agree, that we are all proud to have you as Secretary 
of the Treasury. Everything I have heard about you is good. 

Secretary Anperson. Thank you, sir. I am very grateful. 

Mr. Sreep. Mr. Secretary, you have been very patient. I know you 
are not feeling very well. 

Secretary Anperson. That is all right, sir. 

Mr. Streep. I will confine my remarks to my commendation for what 
I think was a very fine statement you made today. tte 

I want some details as we go on, but I will not burden you with it 
now. I appreciate what you have said here today, and 1 think you 
are doing a very good job. 

Mr. ALexanper. Mr. Secretary, I do not like to be a parrot here, 
but I frankly hold the very highest regard for you, and I want to 
commend you for this very fine statement. I particularly have been 
concerned for some time with inflation and balancing the budget, and 
I think you have done a good job. 


EFFECT OF PROPOSED NEW LEGISLATION ON REVENUES 


Mr. Secretary, with regard to balancing the budget that has been 
presented, it is, as I understand it, predicated upon passage of certain 
new taxes. If we had no new taxes and the revenues were about as 
predicted, how much would the budget be out of kilter, if none of the 
new tax laws were passed that are being recommended by the 
President ? 

Secretary Anperson. This isa question which I would have to make 
a few calculations on in order to answer. 

I can give you this sort of an order of magnitude: if our assump- 
tions of growth, corporate profits, personal income, are: borne out, 
and the application of the rates applied against them, we would have 
a revenue from tax sources of about $76,500 million. 

When you get into the tax situation—take, for example, the insur- 
ance tax—if Congress does nothing with reference to the insurance 
tax, then the 1942 law becomes applicable, and under the 1942 law, 
we would get about $200 million more than we got last year. 

If, on the other hand, Congress does pass a permanent insurance 
legislation which is something along the line now being considered 
by the House Ways and Means Committee, then you would probably 

et a sum in the range of the aggregate amount as under the 1942 
aw, however the tax burden would be more fairly distributed. 

So, I would say either way it would be pretty clear that you are 
going to get some additional money from the insurance companies. 
Last year I stated at the hearing before the Ways and Means Com- 
mittee and the Senate Finance Committee that we in the Treasury 
Department would go along 1 more year with a temporary act. 
A permanent act has been under discussion for about 5 or 6 years, 
and I just do not think that we want to come back every year and 
have Congress pass an emergency act before the 15th of March to 
tax insurance companies. 

You take the tax on cooperatives, and the depletion cuteff chan 
and you have we estimate in the neighborhood of $50 million in 
taxes. 

Mr. Atexanper. I agree with you that there is a lot of places that 
we are not sure about, but if you passed the new tax law or insurance 
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law, how much revenue would that bring, how much would you pro- 
pose to bring in? 

Secretary Anperson. About $200 million, if I remember cor- 
rectly, Congressman. 

Mr. Avexanper. There would not be much difference between that 
then and what you will get if it goes back to the 1942 law? 

Secretary ANDERSON. Not a great deal. 

Mr. ALEXANDER. Just in approximate figures, not trying to be pre- 
cise, if we did not pass any of these new tax laws, how much deficit 
would we have this year ? 

Secretary Anperson. It would not be that much, because you still 
get the insurance and you get the miscellaneous receipts. 

Mr. Atexanper. Then the new tax laws are not as important as we 
have been led to believe it was going to be? 


Secretary Anperson. I will be glad to work it out and submit a 
statement of just how much the new taxes would effect. 

Mr. ALEXANDER. I would appreciate it because I would like to have 
some statement as to how much raise in the postal rates, the gasoline 
tax, and these other things are. 


The following information was supplied for the record :) 


The effect in the fiscal year 1960 of new legislation proposed in the budget is 
as follows: 


The legislation proposed for the taxation of life insurance companies 
would produce approximately the same amount as would be derived 
from the application of the 1942 formula which would automatically 
become effective in the calendar year 1958 under present law. How- 
ever, the Congress has not seen fit to permit the 1942 formula to become 
effective for several years and has provided stopgap measures. The 
proposed legislation would provide an increase over the stopgap legis- Million 
lation most recently in effect of $200 

Increase in general fund receipts from retention of present 3 cents per 
gallon tax on aviation gasoline, from the increase of 1% cents on avia- 
tion gasoline, and from the new tax of 4% cents on jet fuel 85 

Increase from revision in tax laws with respect to mining processes al- 
lowed in computing percentage depletion and from correction of the 
taxation of cooperatives 50 


Increase from miscellaneous users charges 15 











Subtotal, increase in budget receipts ms 350 
Increase in postal rates (shown in budget as reduction in expenditures)... 350 








Total effect on budget of new legislation 700 


The budget proposes an increase of 114 cents per gallon in the tax rate on 
gasoline (subject to farm refunds and other nonhighway refunds). 
After adjustment for the zetention of aviation gasoline in the general 
fund, receipts in the highway trust fund in 1960 would be increased by_._ 690 


OWNERSHIP OF THE PUBLIC DEBT 


Mr. ALExanper. Now, Mr. Secretary, how is the amount, of the 
debt owed by the United States secured? From what I know is in 
different types of bonds, but could you give us the different types of 
security ? 
ee Anperson. You mean how much of it is here in different 

inds? 

Mr. ALEXANDER. Yes. 
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Secretary Anperson. I think I have a chart. Since this is a chart, 
may I ask if you would like to have the chart inserted for the record, 
and then I could go over it with you visually ? 

Mr. ALEXANDER. That would be fine. 

Secretary Anperson. Is that all right, Mr. Chairman? 

Mr. Gary. Yes, sir. Without objection, it will be inserted at this 
point in the record. 

(The above-mentioned chart follows :) 





TOTAL | Sov" tovest | Banks Nonbank Investors 








we] | 


| 7 "| 


Commercial => Z Corporations 


























17% 


te _, Savings 
rp Wolo eg JF. Institutions 
30'% 


























Individuals _ 65 





42 | £EH 


| 224% | Other 
| 


























“NGF -4 
Othe of the Secretary of the Ireasury 8-1 


“store and loco! pension funds included with Sovings institutions. 

Secretary AnprErson. I am sorry I cannot show this to all the com- 
mittee at one time. 

You will notice, according to this chart, the debt there as of Decem- 
ber 31, 1958, was $283 billion. 

Of course, there was invested in various Government accounts $5414 
billion; the Federal Reserve held $2614 billion; the commercial banks 
held $67 billion; corporations held $1714 billion; State and local 
funds had $22 billion; savings institutions had $3014 billion; E and 
H bonds, $4214 billion; and other individual holdings of other types 
of securities, $2214 billion, which makes up the total. 


INTEREST RATE ON FEDERAL SECURITIES 


Mr. Atexanper. Mr. Secretary, taking each one of these 5414 and 
2614—the Government investment accounts—do you have an average 
percentage, amount of percent, that you pay on this amount, or could 
you give me the amount of percentage that the Government pays on 
this $5414 billion? 

Secretary AnpEerson. You mean the interest, Congressman ? 
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Mr. ALEXANDER. Yes. 

Secretary Anperson. Yes, sir. 

Mr. Avexanper. If you would give us that for each one of them, 
I would appreciate it. 

Secretary Anperson. All right, sir. 

Some of them where we do not know precisely, we will have to 
average out. 

Mr. Gary. We had them put in information of this kind each year 
in connection with the Bureau of the Budget. 

(The following information was supplied for the record :) 


Computed interest rate on Federal securities held by selected investor classes on 
Nov. 30, 1958 . 
ercent 


Investor class: per annum 
Government investment accounts 25% 
Federal Reserve banks 25% 
Commercial banks 2% 
Insurance companies 2% 
Mutual savings banks 2% 
All other investors: 

Savings bonds held by individuals 3 
Other’? 25% 


Total Federal securities 2% 


1 Includes nonfinancial corporations, State and local governments, savings and loan asso- 
elations, nonprofit institutions, corporate pension trust funds, dealers and brokers, invest- 
ments of foreign and international accounts, and individuals holdings of Federal securities 
other than savings bonds. 


























RECENT SALE OF 21-YEAR BONDS 


Mr. Avexanper. Mr. Secretary, I heard you the other day when 

ne said you were paying 4.07 percent interest on some of our debts. 
n what term is it ? 

Secretary Anperson. In January of this year we issued $750 mil- 
lion of 21-year bonds. They bear interest at 4 percent. 

We sold them at 99 even. By selling at 99, the yield came to 4.07 

ercent. These bonds are being paid for now, and they will be due 
in 1980. 

Mr. ALtexaNnper. Who were they sold to, Mr. Secretary ? 

Secretary Anperson. They were sold to savings institutions—— 

Mr. Avexanoer. Is it commercial banks or is it individuals or 
institutions or what is it ? 

Secretary Anperson. The bonds subscribed for by savings type in- 
stitutions were allotted at 70 percent of the subscription. Thirty-five 
percent were allotted on subscriptions by commercial banks, and 
all others were allotted 15 percent. 

Mr. ALEXANDER. Savings type institutions—is that banks? 

Secretary Anperson. Some of it could be banks—savings banks, 
insurance companies, mutual banks. 

Mr. ALexanper. Would you describe exactly what type of inves- 
tors bought these bonds, what it was and who it was sold to, please? 
I mean the type of institutions. 

Mr. Herretrincer. We offered $750 million of securities for sub- 
scription. We received subscription to $1,800 million. 

Some $706 million were subscribed by savings type investors, who 
were allotted 70 percent, roughly $490 million. Commercial banks 
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subscribed $453 million, and they were allotted 35 percent of their 
subscription. That would be roughly a little over $150 million. 

There were some subscribers who subscribed up to $25,000, either 
individuals or corporations or anyone. If they made payment in 
full, they were assured that their subscription would be allotted in 
full, and that was $88 million that people subscribed up to $25,000, 
who paid for it at the time of subscription. They were allotted their 
subscriptions in full. : 

There were all other subscriptions—individuals, corporations, and 
things of that sort—who subscribed $550 million, and they were al- 
lotted 15 percent of their subscriptions, which was roughly about $80 
million that was allotted to those. 

The total of all allotments, including $50 million which were al- 
lotted to Government investment accounts, came to $884 million. 

Mr. Gary. Will the gentleman yield? ~. 

Mr. ALExANpDER. Yes. 

Mr. Gary. If ye had an oversubscription to that extent, why was 
it necessary to sell those bonds at 99? 

Mr. Batrp. We expect always to get oversubscriptions and the pro- 
fessional investor estimates in each issue how much he should sub- 
scribe so he will get what he wants on allotment. 

Part of the answer to your question as to why we sold at 99 is they 
sold at 983% today. They are selling at a discount to what we sold 
it; and if we tried to price them higher, we probably would not have 
been successful. 

Mr. Gary. You offered them at 99? 

Mr. Batrp. We offered them at 99, and they sold up about eight or 


nine thirty-seconds immediately after the offering, and have sold for 
less than the issue price ever since. They were paid for last week. 
Mr. Atexanper. Is that not a pretty high interest rate on 21 years’ 
security ? 
Secretary Anperson. Yes, it is, but not out of line with the market. 


SHORT-TERM PAPER 


Mr. ALexanper. What do you call a short-term note? Three or 
four months or six months? 

Secretary AnpErson. We have a number of different kinds of se- 
curities. What we call bills are pieces of paper that are due in less 
thana year. We usually sell two classes of them. 

We sell 91-day bills, and we sell 182-day bills. A total of about 
$27 billion are outstanding. Certain of these bills are auctioned off 
every week. 

Mr. Atexanper. How much interest do you pay on those? 

Secretary ANperson. They are sold at auction, and the last auction 
was what? 

Mr. Barrp. Three percent, roughly, on the 91-day and 3.23 on the 
182-day bills. 

Mr. AtexanpvER. How much do you pay for the rental on an elec- 
tronic machine? Do you have that figure 

Off the record. 

(Discussion off the record. 

Mr. Atexanper. That is all I would like to ask. I know the Sec- 
retary is not feeling well. 
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GENERAL COUNSEL 


Mr. Gary. Mr. Secretary, I notice you have one new member of 
your staff here. 

Secretary Anperson. Yes. I would like to present Mr. Nelson 
Rose, the General Counsel of the Treasury Department. 

_Mr. Gary. Mr. Rose, we are very glad to meet you. Are you any 
kin to Mr. Chapman Rose? 

Mr. Rosz. Yes, sir; I am. 

Mr. Gary. This committee worked very pleasantly with Chapman 
for a long time. We are delighted to have you on the staff. I 
wonder if, in accordance with our custom, you could give us a short 
biography that could be inserted in the record. 

Mr. Ross. I have one here. 

Mr. Gary. Without objection, it will be inserted in the record at 
this point. 

(The above-mentioned document follows :) 


Nexson P. Rost, GENERAL COUNSEL OF THE TREASURY DEPARTMENT 


Mr. Rose was born October 26, 1909, in Columbus, Ohio. He is the son of the 
late Henry Nelson Rose of Lancaster, Ohio, and Grace Chapman Rose, now of 
Columbus. 

Mr. Rose received his early education at Columbus Academy and Hotchkiss. 
He graduated from Princeton in 1931 with an A.B. degree. He was Phi Beta 
Kappa in his senior year, and was chairman of the Daily Princetonian, chair- 
man of the undergraduate council, and recipient of the Moses Taylor Pyne 
Prize, the highest award conferred by the university. 

In 1935 he received his law degree with honors from Harvard Law School. 
where he was president of Lincoln’s Inn Society. That same year Mr. Rose 
joined the law firm of Jones, Day, Cockley & Reavis. He was admitted to the 
bar of Ohio in 1936 with the highest mark of all candidates taking the State bar 
exam that year. 

Mr. Rose left his law firm temporarily in late 1941 when he joined the legal 
staff of the War Production Board as attorney for the Container Branch. In 
May 1942, Mr. Rose was commissioned a first lieutenant in the Army and served 
on the legal staff at Headquarters, Office of the Quartermaster General, Wash- 
ington. In April 1944, he was transferred to the legal staff of the Director of 
Materiel at Headquarters of Army Service Forces, in Washington. He was 
discharged from service in 1946 with the rank of lieutenant colonel and awarded 
the Legion of Merit. Following his discharge, he returned to his law firm in 
Cleveland. 

Mr. Rose was appointed Chief Counsel of the Internal Revenue Service Feb 
ruary 13, 1957. President. Eisenhower nominated him on January 16, 1958, to 
be Géneral Counsel of the Treasury Department, and the nomination was con- 
firmed by the Senate on January 27, 1958. 

He has been a director of the Reliance Electric &.Kngineering Co. He was 
also a trustee and former president,of Children’s Aid Society, and trustee of 
Cleveland Arthritis and Rheumatism Foundation. He served for 6 years as a 
member of the Princeton Graduate Council and as chairman of the Princeton 
philosophy department advisory council. 

In 1941 Mr. Rose married Elizabeth Newberry Hitchcock of Cleveland. They 
have two sons. 


POSITION OF THIRD ASSISTANT SECRETARY 


Mr. Gary. Last year we discussed the position of the third Assist- 
ant Secretary, which was created several years ago, and I wonder if 
you would tell us just what his duties are at this time and whether 
you believe the position should be continued. 

Mr. Anpsrson. I would like, if I may, Mr. Chairman, to’ supply 
« complete statement for the record on that. 

Mr. Gary. That will be satisfactory. 
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(The following information was subsequently supplied :) 


It is my firm conviction that there is a very definite need in the Treasury 
Department for the services of a third Assistant Secretary. 

This position was first created for the primary purposes of directing the liqui- 
dation of the RFC and the administration of loans made under the Defense 
Production Act and the Federal Civil Defense Act, the responsibility for which 
had been transferred to the Treasury Department, and also to serve as the 
Secretary of the Treasury’s designee on the Loan Policy Board of the Small 
Business Administration. At present, although supervision of the RFC liqui- 
dation and the Defense Production and Civil Defense loans requires less time, 
the Small Business Administration requires more time and attention. In ad- 
dition, I have found it necessary to assign to this Assistant Secretary many 
other important responsibilities. As I indicated last year, one of his major 
roles is to maintain contact with other agencies which have been given lending 
functions by the Congress and to assist me in coordinating the domestic borrow- 
ing, lending, and guaranteeing programs of the Government. As you know, 
there are a great many such programs in the Department of Agriculture, Hous- 
ing and Home Finance Agency, Veterans’ Administration, Civil Aeronautics 
Board, Maritime Commission, Interior Department, Small Business Administra- 
tion, and more recently the Interstate Commerce Commission, all of which have 
a direct or indirect impact on the Treasury. I am sure you will agree that it is 
important to the Treasury Department to have those programs coordinated. 

Other continuing responsibilities assigned to this Assistant Secretary include 
supervision of the Office of the Comptroller of the Currency and the Bureau of 
the Mint, both very important organizations within the Treasury. In addition, 
he represents me in interdepartmental meetings of standing committees such as 
the Cabinet Committee on Small Business, the Civil and Defense Mobilization 
Board, and when necessary the Advisory Board on Economic Growth and Stabil- 
ity, the Council on Foreign Economic Policy, and even the National Security 
Council, and also innumerable, time-consuming special meetings called to discuss 
proposed or pending legislation or some other phase of administration policy. 
During the past year, such meetings have dealt with such varied subjects as 
small business, housing, area redevelopment, minerals, oil imports, railroads, 
school construction, and many others. 

The duties of this Assistant Secretary also include active participatiop in the 
formulation of policy decisions relating to the management of the pubue debt, 
which has presented increasingly difficult problems during recent years, partic- 
ularly at a time such as the present when extensive deficit financing operations 
must be undertaken. In the absence of the Under Secretary for Monetary Affairs, 
this Assistant Secretary acts for him. 

Of the other two Assistant Secretaries, one is primarily responsible for inter- 
national finance, which is more than a full-time assignment, and the other for the 
Coast Guard, Customs, and the Treasury’s law enforcing agencies, including the 
Bureau of Narcotics, Secret Service, and White House Police. In my opinion, it 
would be extremely difficult, if not impossible, for either or both of these Assist- 
ant Secretaries to absorb the responsibilities I have outlined in addition to those 
with which they are now charged. I consider the maintenance of the position 
under discussion a matter of the greatest importance. 


Mr. Gary. Mr. Secretary, we thank you for a very comprehensive 
and lucid statement covering the entire Treasury Department, and we 
trust that we have not imposed upon your physical infirmity too much 
today, and that you will soon recover from your cold. 

Secretary Anperson. Mr. Chairman, I do not know whether it is 
simply the evidence of the good men on this committee, but I feel 
better now than when I came. 

Mr. Gary. Thank you. At this point I will insert in the record 
certain documents bearing on the Treasury Department. 

(The above-mentioned documents follow :) 
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SIGNIFICANT CHANGE IN BUDGET FOR 1960 FROM 1959 BUDGET 


EXCERPTS 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., January 20, 1959. 
Hon. CLARENCE CANNON, 
Chairman, Appropriations Committee, 
House of Representatives, Washington, D.C. 

My Dear Mr. CHAIRMAN: This letter is to summarize for you and the Com- 
mittee on Appropriations the significant technical changes in the budget for 1960 
as compared with the budget submitted a year ago. Generally, the format of the 
budget ducument is the same as the 1959 budget. 


ACCRUED EXPENDITURE LIMITATIONS 


Public Law 85-759, approved August 25, 1958, authorized the President to 
propose limitations on annual accrued expenditures under certain conditions. 
In this budget, such limitations are proposed for the following six accounts: 
Veterans’ Administration: 

Construction of hospital and domiciliary facilities 
General Services Administration : 

Repair and improvement, federally owned buildings 
Department of Defense, civil functions: 

Operating expenses, Canal Zone Government 

Capital outlay, Canal Zone Government 
Treasury Department: 

Operating expenses, Coast Guard 

Acquisition, construction, and improvements, Coast Guard 

These are cases where there has been substantial experience with accrual 
accounting, and where we have every confidence that adequate controls can be 
operated. We are considering this first year to be a trial period which will 
provide us a practical opportunity for developing, applying, and testing pro- 
cedures for the application of such limitations to other agencies and accounts. 
In view of the lack of experience in controlling accrued expenditures, the limita- 
tions as proposed have been designed to provide some degree of operating flexibil- 
ity. In both cases where two accounts of the same organizational unit are 
involved, transfer authority is also recommended. In view of the widely dis- 
persed delivery points of the Coast Guard, the limitation proposed exceeds our 
present estimate of the expenditures which are likely to accrue for the years. 
After a system has been developed for control over the receipts of goods and 
services, we believe that the limitation proposed will normally be equal to the 
accrued expenditures estimated for any year. 

s s s co - s s 


PAY INCREASE SUPPLEMENTALS 


As is customary in the first budget following a general pay increase, the 1959 
column of the detailed schedules includes the full 1959 cost of pay increases 
voted by Congress in the last session. An additional entry shows the estimated 
supplemental appropriation required to cover such costs where complete absorp- 
tion within presently available funds is not feasible. As in previous years, we 
will make a further review of the requirements before Congress is asked to vote 
the appropriations, with a view to minimizing the additional amounts required. 
Figures appearing in the budget appendix are, of course, based upon the new 
pay rates for 1959 and 1960; old rates are used in the 1958 column with an add 
entry covering the portion of the year to which the new rates were applicable. 


EMPLOYEE TRAINING AND ATTENDANCE AT MEETINGS 


The Government Employees Training Act (Public Law 85-507, approved July 
7, 1958), provided substantive legislative authority for training programs for 
civilian officers and employees of the Government. The 1960 budget accordingly 
proposes the elimination of the several provisions heretofore contained in ap- 
propriation acts which authorized the training of civilian officers or employees. 
Also, section 19(b) of that act provides that appropriations available “for ex- 
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penses of travel shall be available for expenses of attendance at meetings which 
are concerned with the functions or activities for which the appropriation is 
made or which will contribute to improved conduct, supervision, or management 
of those functions or activities.” Because of this authorization, the numerous 
individual appropriation provisions and general provisions of the departments 
and the agencies covered by the act, which provided authority for expenses of 
attendance at meetings, are no longer necessary. They are, therefore, proposed 
for deletion. 
PASSENGER MOTOR VEHICLES 


The 1960 budget proposes no change in section 201 of the General Government 
Matters Appropriation Act, 1959, with respect to the maximum purchase price of 
passenger motor vehicles. These amounts are continued at $1,500 for automo- 
biles and $1,950 for station wagons. However, in those instances where auto- 
mobiles must be purchased for police-type use, the 1960 budget contains indi- 
vidual appropriation provisions which would authorize the purchase of 
automobiles for this purpose without regard to the general purchase price 
limitation. 

” * * x * * * 


Sincerely yours, : 
, Director. 


EXAMINATION OF REPORTS UNDER SECTION 1311 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, December 24, 1958. 


Hon. CLARENCE CANNON, 
Chairman, Committee on Appropriations, 
House of Representatives. 

Deak Mr. CHAIRMAN: The General Accounting Office has examined the re- 
ports submitted to the Comptroller General of the United States by the Acting 
Secretary of the Treasury under section 1311 of the Supplemental Appropriation 
Act, 1955, relating to appropriations and funds under the control of the fol- 
lowing offices, bureaus, or other subdivisions of the Treasury Department as of 
June 30, 1958. 

Office of the Secretary. 

Bureau of the Public Debt. 

Bureau of Accounts. 

Office of the Treasurer of the United States. 
Bureau of Customs. 

Internal Revenue Service. 

Bureau of the Mint. 

U.S. Coast Guard. 

Bureau of Engraving and Printing. 
Bureau of Narcotics. 

U.S. Secret Service. 

Office of Defense Lending. 

Copies of these reports also were required to be submitted to the chairman 
of the Committees on Appropriations of the Senate and of the House of Repre- 
sentatives and to the Director of the Bureau of the Budget. 

Our examination was directed at testing the accuracy and validity of the obli- 
gated but unexpended balances and the unobligated balances reported in the 
appropriation accounts and the amounts reported as unliquidated obligations 
in the revolving funds. The appropriation accounts include the merged ac- 
counts established pursuant to Public Law 798, 84th Congress, to which obli- 
gated balances are transferred from the agency’s other appropriation accounts 
after they have been unavailable for obligation for 2 full fiscal years. We also 
ascertained that the agency made all the transfers to the merged accounts and 
the withdrawals of unobligated balanees required by Public Law 798. Where 
possible, we utilized the work performed by the Bureaus’ internal audit staffs. 

The unexpended balance amounting to $3,405,727 in account “‘20M0602, Salaries 
and Expenses, Bureau of Customs, Prior Years,” is comprised chiefly of the 
amount transferred during fiscal year 1957 from account “20X1850, Payment of 
Certified Claims.” As stated in our February 11, 1958, letter, B—114876, regard- 
ing the reports submitted by the Treasury Department as of June 30, 1957, pur- 
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suant to section 1311 of the Supplemental Appropriation Act, 1955, the 
transferred amount represents the unexpended balances of the Bureau’s appro- 
priations from 1936 through 1954 which were transferred to pay overtime com- 
pensation to which its employees may be entitled as a result of several court 
decisions. The Bureau estimated that this overtime compensation may be more 
than $5 million. These obligations will be liquidated only to the extent: that 
the employees file claims therefor. If the employees file valid claims amounting 
to $5 million, the claims, of course, would exceed available funds by approxi- 
mately $1,500,000. We are unable to express an opinion as to the reasonableness 
of the Bureau’s $5 million estimate. 

Except as stated in the preceding paragraph, it is our opinion that the reports 
present fairly the status of the appropriation accounts and the unliquidated 
obligations in the revolving funds under the Department’s control as of June 30, 
1958, in conformance with the provisions of section 1311 of the Supplemental 
Appropriation Act, 1955. 

A similar letter is being sent today to the chairman of the Senate Committee 
on Appropriations. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


NUMBER AND GRADE OF EMPLOYEES 


THE SECRETARY OF THE TREASURY, 
Washington, August 15, 1958. 
Hon. CLARENCE CANNON, 
Chairman, Appropriations Committee, 
House of Representatives, 
Washington, D.C. 

My Dear Mr. CuarrMan: In compliance with section 1310(d) of Public Law 
253, 82d Congress, and in accordance with Departmental Circular No. 677, issued 
by the U.S. Civil Service Commission on March 24, 1952, entitled ““Recommenda- 
tions of the Federal Personnel Council on the Position Review and Reporting 
Requirements on the Whitten Amendment”, the Treasury Department reports 
the following information: 

1. In accord with Treasury Department policy, and following the procedure 
outlined in our report for 1953, all positions were reviewed again during the 
1958 fiscal year. 

2. Attached is a tabulation showing comparison of the average grade and the 
numbers and percentages of Classification Act employees in each grade on June 
30, 1958, and June 30, 1950. 

8. Attached is a tabulation showing comparison of the total number of em- 
ployees on the payroll and their average grade and salary on June 30, 1958, with 
similar information for June 30, 1957. 

Very truly yours, 
F Rep C. ScrIBNER, Jr., 
Acting Secretary of the Treasury. 
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TREASURY DEPARTMENT, WASHINGTON, D.C. 


COMPARISON OF CLASSIFICATION. ACT EMPLOYEES 


Pr IA.—Distribution of number and percent in each grade 


























qi) (2) (3) (4) 
Base date This year Difference 
June 30 1950 June 30 1958 between cols. 
Classification Act grades (2) and (3) 

Number |Percent} Number |Percent] Number | Percent 
1, 005 1.34 594 0.87 —4i1 —0.47 
11, 793 15. 75 6, 205 9. 09 —5, 588 —6. 66 
12, 174 16. 26 10, 333 15.14 —1, 841 —1.12 
8, 601 11. 49 8,830 | 12.94 +229 | +1.45 
6, 650 8.88 5, 410 7.93 —1, 240 —.95 
4, 891 6. 53 3, 006 4.40} —1,885 | —2.13 
10,412 | 13.90 5, 763 8.45 —4, 649 —5.45 
960 5.31 2, 357 3.45 | —1,603 | —1.86 
6, 681 8.92 10,205 | 14.96 | +3,524| +6.04 
1, 573 2.10 857 1,25 —716 —. 85 
2, 652 3. 54 6, 971 10.22 | +4,319| +6.68 
2, 508 3.35 3, 412 4.99 +H +1.64 
1,271 1.69 2, 690 3.95 | +1,419 | +2.26 
463 - 62 1, 026 1.50 +563 +. 88 
215 .29 483 .70 +268 +.41 
26 .03 81 ll +55 +. 08 
see 30 .04 +23 +.04 
|) 7 .01 +5 +.01 
74, 884 | 100.00 68, 260 | 100.00 | —6,624 |_....... 




















Part IB.—Comparison of average grade and sulary of Classification Act employees 























(1) (2) (3) (4) 
Base date This year Difference 
Items June 30, 1950 | June 30, 1958 | between cols. 
(2) and (3) 
Gonerel Servite OMOV 006... 36. sooo c cnn cccdcecnssncssucecens 74, 884 68, 260 —6, 624 
Average General Service grade..........---- 5. 67 6.78 +1, 111 
Average General Service salary. q $5, 696 +$1, 862 





Part 2A.—Comparison of all employees—Comparison of number and percent in 









































each grade 
(1) (2) (3) (4) 
Last year, June 30, | This year, June 30, | Difference between 
Classification Act grades 1957 1958 cols. (2) and (3) 
Number | Percent | Number | Percent | Number | Percent 

lh, . i cducictiniabdasieiebanianntnnaaiadél 449 0. 65 594 0. 87 +145 +0. 22 
ng ER 7,370 10. 66 6, 205 9. 09 —1, 165 —1. 57 
CP cided: waeddbsidueiniusaneemneniill 10, 454 16.11 10. 333 15. 14 —121 +. 03 
Sg SE ee PORES 8, 731 12. 62 8, 830 12. 94 +99 +. 32 
SER ea 5, 808 8. 40 5,410 7.93 —398 —.47 
EET SR Re 2, 894 4.19 3, 006 4.40 +112 +. 21 
S , SURES PE Sarre 6, 966 10. 06 5, 763 8.45 —1, 203 —1,61 
bc REE EES, 2, 523 3. 64 2, 357 3.45 —166 —.19 
(i See 10,014 14. 48 10, 205 14. 96 +191 +. 48 
SAE arse et ETE 927 1.33 857 1, 25 —70 —.08 
G8-11..2.. 5, 902 8. 53 6, 971 10.22 | -+1,069 +1. 69 
GS-12....... ae 3, 182 4.60 3, 412 4.99 +230 +. 39 
SRR 2, 534 3. 67 2, 690 3.95 +156 +.B 
Biss cab eteveceadscadeucsasiausuans 877 1, 27 1,026 1. 50 +149 +.2 
SRN Stee eaten aoe 433 . 63 483 -70 +50 +.07 
STL a shinies innniehisemdsainameaeeienieeal 80 my i 81 ll | ee 
J SR ane. 32 04 30 ' 04 eS cenounsinn 
EPIL 5 oka daduanicalcakpacwenectuenenseat v .01 7 . EEE ae o 
Total general service employees. ...| 60, 183 100 68, 260 100 —923 |--..... ooo 
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Part 2B.—Comparison of non-Classification Act employees 












































()) (2) (3) (4) 

Last year, June 30, | This year, June 30, | Difference between 

1957 1958 cols. (2) and (3) 

Non-Classification Act employees 

Number | Average | Number | Average | Number | Average 

salary salary salary 
1, Metal Fe aereiencimeme mee 6, $4, 579 7,002 $4, 715 +94 +$136 
Administrative pay plans................. 2,115 4, 648 2, 048 , 997 —67 +349 
I i ccratemaiilanetil 158 5, 434 143 5, 367 —15 —67 

Specific statutory rates............-....... 12 19, 750 14 19, 785 +2 +15 - 
Total- 9, 193 5, 625 9, 207 6, 058 +14 +433 
Part 2C.—Comparison of average grade and satary of alt employees 

Last year This year Difference 
° Items June 30, June 30, | between cols. 

1957 1958 (2) and (3) 

()) (2) (3) (4) 

Ne CO ONE ns cuba cnnuhubbusbadwianmeel 69, 183 68, 260 —923 
Non-Classification Act employees.._..........---------------- 9, 193 9, 207 +14 
SE SE ee ee 78, 37 77, 467 —909 
Average general service grade. ................--..------------ 6. 6.78 +0. 24 
Average general service salary.......- J $5, $5, 696 +$604 
ES ee ae $5, 625 $6, 058 +$433 
Average salary, all employees. ...............................- $5, 154 $5, 591 +$437 




















Mr. Gary. The committee will be adjourned until tomorrow at 10 


o’clock. 
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TUESDAY, JANUARY 27, 1959. 


OFFICE OF THE SECRETARY 
WITNESSES 


WILLIAM W. PARSONS, ADMINISTRATIVE ASSISTANT SECRETARY 
WILLARD L. JOHNSON, DEPARTMENTAL BUDGET OFFICER 
JANE M. CULLEN, ADMINISTRATIVE OFFICER 


Program and financing 





1958 actual 


1959 estimate 


1960 estimate 





Program by activities: 
1. Executive direction... 





. Administration and coordination of legal services. 
. General administrative services. . 





. Operation and maintenance of Treasury buildings 
. Employee health program... 





. 1959 program obligated in 1958. 





Total obligations 


$1, 328, 452 
318, 699 
726, 558 
727, 834 


64, 717 
7, 994 


$1, 425, 190 
365, 665 


683, 770 
731, 855 

67, 220 
—7, 994 


$1, 425, 600 
365. 600 








Financing: 
Comparative transfers from 
1959 appropriation available in 
Unobligated balance no longer scala 


New obligational authority. 


3, 174, 254 


—3, 464 
—7, 994 
1, 288 


3, 265, 706 














New obligational authority: 
Appropriation 


3, 164, 084 








Transferred from ‘Salaries and ng | — of 
Accounts (Reorganization Plan No. 26 of 1950 


Appropriation (adjusted) - -- 


3, 152, 104 
11, 980 








Proposed supplemental due to pay increases. 


3, 164, 084 














Object classification 





1958 actual 


1959 estimate 


1960 estimate 





Total number of permanent positions. 
Full-time equivalent of all other positions... 
Average number of all employees 

Number of employees at end of year 


Average GS grade and salary 
Average salary of ungraded positions. 


01 Personal services: 
Permanent positions. 
Positions other than permanent. 
Other personal services 


Total personal services 
Travel 
Transportation of thing 
Con mrnication services- - 
Rents and utility services... 
Printing and reproduction. 
Other contractual services. -...-.-.-.------ 
Services performed by other agencies-_.. 
Supplies and materials 
Equipment 
Refunds, awards and indemnities_---_- 
Taxes and assessments 
59 program obligated in 1958 


Total obligations. 


433 
2 


416 
423 


420 

1 
406 
404 


418 
1 


406 
404 





8.1 $6,768 
$4, 156 


8.2 $7,151 
$4, 321 


8.2 $7,244 


$4, 348 





$2, 572, 782 
, 813 


56, 554 


$2, 698, 410 
3, 000 
37, 955 


$2, 714, 265 
3, 000 





2, 638, 149 
16, 180 
117 


2, 739. 365 
16, 000 


100 

55, 700 
62, 700 
14, 800 
21, 300 
120, 220 
58. 600 
11, 335 
171, 480 
600 

1, 500 
—7, 994 








3, 174, 254 





3, 265, 706 











52 


Mr. Gary. The committee will come to order. 

We will consider this morning the request of the Office of the Sec- 
retary. At this point in the record we will insert a brief table com- 
paring the amount requested for 1960 with the amount appropriated 
for 1959. 


Office of the Secretary 


Appropriation, 1959 $3, 068, 000 
Total (including anticipated pay supplemental, 1959) 8, 273, 700 
Estimate, 1960 ees 3, 300, 000 
Increase over appropriation, 1959_-_ 232, 000 
Increase over total (including anticipated pay supplemental, 1959) —- 26, 300 








Summary JUSTIFICATION Data 


Also, insert at this point in the record pages 2, 3, and 4 of the 
justifications. 
(The matter referred to follows:) 
SALARIES AND ExpPENSES, OFFICE OF THE SECRETARY OF THE ‘TREASURY 
Analysis of appropriation base for fiscal year 1960 


Regular appropriation, 1959 act $3, 068, 000 
Supplemental appropriation for 1959 








Total appropriation, 1959. 13, 068, 000 


Reductions : 
1. Executive direction 5, 030 
2. Administration and coordination of legal services 1, 265 
8. General administrative services 2, 300 
4. Operation and maintenance of Treasury buildings 2, 505 











Total 11, 100 


Additions: 
. Executive direction 
. Administration and coordination of legal services. 
. General administrative services 
. Operation and maintenance of Treasury buildings 
. Employee health program 














Total 243, 100 





Adjustment in base (net) 232, 000 
Appropriation base for 1930. 8, 300, 000 
Increase over appropriation base for 1960. = 
Appropriation estimate for 1°60 8, 300, 000 
Increase or decrease from total appropriation, 1959 +232, 000 


2 Does not include anticipated supplemental for 1959 to cover cost of authorized pay 
increases. 
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Comparison of appropriation base with appropriation estimate for 1960 





Appropriation base Appropriation esti- Increase (+) or 
for 1960 mate for 1960 


decrease (—) 
Activity 





Average | Amount | Average | Amount | Average 
positions positions positions 





1, Executive direction 149.5 | $1, 425, 600 149.5 | $1, 425, 600 
2, Administration and coordination 

of legal services 39.8 365, 600 39.8 365, 600 
3. General administrative services - - 86. 684, 940 86.1 684, 940 
756, 640 ¥ 756, 640 


4, Operation and maintenance of 
5. Employee health program 67, 220 67, 220 











Total__. 5 3, 300, 000 
Adjustment in base (net) —232, 000 





Total appropriation 1959, and 
appropriation estimate 1960_ : 3, 068, 000 























GENERAL STATEMENT 


The Office of the Secretary is responsible for the overall direction and admin- 
istration of the Treasury Department. This responsibility includes the follow- 
ing: (1) Formulation of tax and fiscal policies, (2) management of the public 
debt, (3) collection of revenue, (4) printing of currency, (5) manufacture of 
coins, (6) lending functions under section 302 of the Defense Production Act 
of 1950 and under section 409 of the Federal Civil Defense Act of 1950, (7) 
liquidation of the Reconstruction Finance Corporation, (8) administration of the 
U.S. Coast Guard, Secret Service, and Bureau of Narcotics, (9) coordination of 
‘aw enforcement activities, and (10) central management of the Department. 
In addition, the Office of the Secretary provides legal services and facilities, 
central administrative services, buildings operation and maintenance program, 
and an employee health program for organizations within the Department which 
do not have such services and facilities. ; 

The estimate for the Office of the Secretary is in the amount of $3,300,000, 
$232,000 over the amount appropriated for the current year. The additional 
requirements include the cost of the salary increases authorized by Public Law 
85-462 ; increases in wage-board rates for the crafts and duplicating forces; and 
an additional day in excess of the 52-week base. 


EXPLANATION OF LANGUAGE CHANGES 
No changes are requested. 


Analysis of appropriation base 





| 
Appropriation allo- | Adjustmentsin | Net change in base, 
cation for 1959 | base | increase (+-) or 


decrease (—) 
Activity 





Average | Amount Addi- Average | Amount 
positions tions | positions 
! 





. Executive direction. -............ 151.9 | $1,305, 025 5, OF $125, 605 —2.4 | +$120, 575 
. Administration and coordination 
gE are ae 40. 4 332, 925 i 33, 940 : +32, 675 

. General administrative services. - 87.2 640, 600 , 300 46, 640 . +44, 340 

. Operation and maintenance of 

Treasury buildings........._.-- L 728, 130 g 31,015 4 +28, 510 

5. Employee health program 61, 320 


” » 





3, 068, 000 243, 100 +232, 000 
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Mr. Gary. Mr. Parsons, the Administrative Assistant Secretary, 
will testify on this item. Mr. Parsons, we will be very glad to hear 
from you at the present time. 

Mr. Parsons. Thank you, Mr. Chairman. 

I have a fairly brief opening statement which I would like to 
read if it is your pleasure. 


Mr. Gary. Very well. Proceed. 
GENERAL STATEMENT 


Mr. Parsons. Mr. Chairman and members of the committee, the 
estimate for “Salaries and expenses, Office of the Secretary of the 
Treasury,” is in the amount of $3,300,000, an increase of $232,000 over 
the appropriation for the current fiscal year. The additional funds 
are requested for the following: Payment of the salary and related 
personal service cost increases authorized by Public Law 85-462; in- 
crease in wage-board rates for the crafts and duplicating forces; and 
an additional day in excess of the 52-week base. There is 1 additional 
working day in the current fiscal year and in 1960 there will be 2 
additional working days to compensate our employees. Inasmuch 
as the wage-board rate increases and the legislation authorizing sal- 
ary increases for classified employees were approved after the enact- 
ment of the appropriation for the current year, it is anticipated that 
a request for supplemental funds will be necessary to meet these un- 
budgeted costs. 

This appropriation provides funds for the salaries of the personnel 
assigned to the immediate office of the Secretary, his staff assistants, 
the Office of the General Counsel, and the Office of Administrative 
Services. In addition, it provides funds for the necessary adminis- 
trative expenses of these offices, the operation and maintenance of 
two buildings, legal services and facilities for Treasury bureaus which 
do not have legal staffs, and the operation of an employee health pro- 
gram. The estimate includes $2,765,925 for the salaries of approxi- 
mately 405.9 average positions and $534,075 for the following miscel- 
laneous expenses: Employer’s contribution to the retirement fund, 
employer’s share of the Government insurance program, steam, equip- 
ment, travel, communications, utilities, printing, contractual services, 
and supplies and materials for use by the staff offices and in con- 
nection with the operation and maintenance of the Main Treasury 
Building and its annex. 

The functions of this office are to assist the Secretary of the Treas- 
ury in directing and administering the Department’s many and varied 
activities. Its program will be substantially the same in 1960 as it 
has been in past years. As you know, the Secretary has many very 
important responsibilities, which include the formulation of tax and 
fiscal policies, the management of the public debt, the collection of 
revenue, supervision of national banks, printing of currency, manu- 
facture of coins, administration of the Fiscal Service, Bureau of 
Narcotics, U.S. Coast Guard, and Secret Service, and certain func- 
tions in the international financial field. Every effort is made to per- 
form these functions economically and efficiently. 
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MANAGEMENT IMPROVEMENT PROGRAM 


Inasmuch as Secretary Anderson participates so actively in our 
Department’s management improvement and incentive awards pro- 
grams, I would like to report to you some of the overall results during 
the fiscal year 1958. The savings produced by these programs on an 
annual basis were over $634 million, and were made without adversely 
affecting the collection of revenue or the services we are required to 
render to the taxpaying public. These savings are very important 
to us as they make it possible for the bureaus to offset some of the 
costs of increases in workloads. Our management improvement pro- 
gram includes administration of incentive awards, safety and training 
activities, and the study and evaluation of the following areas: Or- 
ganization, operating procedures, paperwork management, accounting 
atop now, manpower utilization, and modernization of equipment. 

ome details regarding the various phases of this program are out- 
lined in our annual management improvement program report, and 
I will be glad to leave copies with your committee to review. For 
your information at this time, I will give a few examples of the ac- 
tions taken during the past year. 


ORGANIZATIONAL ANALYSIS 


The Treasury bureaus give constant scrutiny to their organizational 
structures in an effort to achieve greater efficiency of operations. 
Some examples of the actions taken during the past fiscal year as a 
result of such studies are the following: 

(1) The Bureau of Accounts has obtained additional improvements 
in operations by merging the Examining Unit and Processing Unit 
of Miscellaneous Payments Branch, abolishing Check Assignment and 
Custody Section, and reorganizing the Claims and Correspondence 
Branch and Payments Service Branch. These actions produced esti- 
mated annual savings of $61,000. 

(2) The Coast Guard converted to automatic unattended stations 
for the operations of seven light stations and seven radar beacon 
stations. As a direct result, 29 billets were released and reassigned 
to other stations having urgent need for additional personnel. 

(3) Refinery operations at the San Francisco mint were discon- 
tinued at the end of fiscal year 1957, and the mint is now being oper- 
ated as an assay office and depository only. This is resulting in an 
estimated annual savings of $151,000. 


OPERATING PROCEDURES 


Evaluation of operating procedures resulted in the adoption of 
new and more efficient procedures for accomplishing major workload 
volumes, for example: 

(1) The Bureau of Accounts adopted a simplified procedure for 
verifying income tax refund checks which will save approximately 
$64,000 annually; 

(2) The Bureau of Customs analyzed operations in the New York 
Mail Division of the appraiser of merchandise since September 1957, 
when the installation of the modern conveyor belt system for process- 
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ing foreign mail parcels was completed, and reported savings in space 
and personnel of $79,700 ; and 

(3) Although the number of taxpayers assisted by Internal Reve- 
nue in preparing their tax returns was about the same as in 1957 (11 
million), there was a decrease of 12 percent in the number of man-days 
of assistance required in 1958. Through the encouragement of self- 
help methods and use of telephone question-answering service the 
number of taxpayers assisted per man-day increased from 81.6 in 
1957 to 90.7 in 1958. Employees’ time equivalent to 75 man-years, 
valued at $314,200, was thereby spent on regular revenue-producing 
work. 
PAPERWORK MANAGEMENT 


A project which received particular attention during the past year 
concerned the control of paperwork. The bureaus disposed of 110,133 
cubic feet of records and transferred 183,102 cubic feet to the Federal 
records centers and the archives. Analysis of forms and actions 
taken to control reports resulted in the elimination of 94 form letters, 
34 reports, and 7,014 forms. Some of the significant accomplishments 
relating to paperwork management are the following: 

(1) Internal Revenue Service is now using copying machines to re- 
produce copies of examiners’ reports. Annual savings of $139,000 
are estimated. They have adopted a simplified method of requisition- 
ing stockroom supplies using a supply issue book. This system will 
result in an approximate annual saving of $95,000. The policy of 
using mechanical duplicating equipment wherever possible, should 
bring annual savings of $100,000 from an initial investment of $10,000. 

(2) The Office of the Treasurer installed a new outstanding check 
file program in the Check Payment and Reconciliation Division. 
The new program reduced the time for making the run by over 40 
percent. Annual recurring savings are estimated at $10,000. 

(3) The Coast Guard as a result of Public Law 519 must inspect 
all vessels which carry more than six passengers. The resulting in- 
crease in paperwork has been eased by the development of a new con- 
solidated form which replaces eight other forms. It is thought that 
- new form will save the equivalent of 17 man-years valued at 

65,000. 
ACCOUNTING IMPROVEMENTS 


As a result of actions taken during the past year accrual account- 
ing, including monetary property accounting, is now employed with 
respect to appropriation and fund accounting throughout the Depart- 
ment. Some significant accounting improvements are: 

(1) Public Debt discontinued the posting of certain detailed re- 
demption ledgers and simplified balance sheets reflecting audit 
activity. This will save an estimated 5 man-years and $18,595 in the 
Division of Retired Savings Bonds. Discontinuing the preparation 
of a monthly audit report on issues, adjustment of discrepancies, and 
the conduct of correspondence will save an estimated 6 man-years and 
$23,500 in the Chicago branch of the Division of Public Debt Accounts 
and Audit. 

(2) The Treasurer’s office is no longer maintaining detailed cash 
accounts of Public Debt principal transactions, but recorded informa- 
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tion relating to such transactions is kept in summary form only. 
Annual savings of 8 man-years and $33,600 in salaries are estimated 
to result from this action. 


MANPOWER UTILIZATION SURVEYS 


The Department’s work force is applied in the most effective manner 
possible to handle increased workloads at minimum costs. Some 
examples of improved manpower utilization are: ( 

(1) During the past year, customs management teams inspected 
50 of the 104 custom districts, and manpower requirements were re- 
evaluated in terms of existing and anticipated workloads. Simplified 
procedures were installed, and other improvements were made. These 
actions resulted in a reduction of seven positions and annual savings 
of $45,000. 

(2) The U.S. Savings Bonds Division made a study of the manpower 
utilization for the organization as a whole and eliminated 25 positions 
with annual salaries of $146,000. 

(3) A management survey of clerical and operating procedures in 
the Surface Printing Division of the Bureau of Engraving and 
Printing resulted in a reduction of 16 positions and savings of 
$55,194 on an annual basis. 


USE OF MODERNIZED EQUIPMENT 


The equipment modernization projects initiated or completed dur- 
ing the past year produced substantial reductions in processing costs. 
Some examples are: ’ 

(1) Engraving and printing installed five high-speed presses for 
the production of postage stamps. They replace 29 presses which 
have been in operation for over 40 years. Estimated savings are 47 
man-years and annual salaries of $180,000. : 

(2) The conversion to punchcard-type savings bonds has resulted 
in an additional savings of $125,000 in printing cost above the 
$500,000 previously reported and deducted from the Public Debt 
appropriation for the fiscal year 1958. 


AWARDS PROGRAMS 


In December of 1957, Secretary Anderson asked all Treasury super- 
visors to submit economy suggestions for consideration, and that they 
in turn ask the employees under their jurisdiction to submit sugges- 
tions for improving operating procedures and methods. As a result, 
there was an increase during fiscal year 1958 of 20 percent in the num- 
ber of suggestions submitted, and over $1 million of the tangible 
management improvement savings were directly attributable to the 
incentive awards program. <A total of $274,179 was paid to 3,464 
nearee for the following: hs superior work performance, 
and special acts and services. In addition, the Treasury awarded 5 


Alexander Hamilton Awards for outstanding leadership, 16 excep- 
tional civilian service gold medals, and 7 meritorious civilian service 
silver pins. The Albert Gallatin certificate, which is awarded upon 
retirement or death after 20 years of honorable service, was awarded 
to 1,075 employees. In recognition of outstanding service, notable 
contribution and distinguished career in the Federal service, the Na- 
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tional Civil Service League Award was granted to the Commissioner 
of Narcotics, Mr. Harry J. Anslinger. 

During the year we inaugurated a program of presenting service 
emblems to employees at the end of 15 and 30 years of Government 
service. Approximately 47 percent of all Treasury civilian employees 
received these emblems. Over 5,000 received the gold button recogniz- 
ing 30 years or more of Federal service. 

In addition to our awards programs for civilian employees, the 
Coast Guard established a military awards program to recognize con- 
tributions to the improvement of the efficiency and economy of Coast 
Guard operations. 

All of our bureaus are constantly looking for ways to improve man- 
agement and each year new projects are selected for study and analysis. 
A number similar to those I have mentioned are being studied at the 
present time and next year I hope we will have many more results to 
report to you. The bureau heads who will appear before you will be 
glad to give you more specific details about the programs in their 
organizations, and I will be glad to provide any additional informa- 
tion your committee may need. 


NO NEW POSITIONS 


Mr. Gary. Mr. Parsons, are there any new positions in the Office of 
the Secretary provided for in this request ? 

Mr. Parsons. No, sir, there are not. Actually there may be a slight 
reduction in terms of personnel as compared to the present fiscal year. 


MANAGEMENT IMPROVEMENT PROGRAM 


Mr. Gary. I want to congratulate the Treasury Department on its 
management improvement program. I believe back in the adminis- 
tration of Mr. Snyder he established this permanent committee within 
the Treasury on management improvement. 

Mr. Parsons. That is right, sir. 

Mr. Gary. And that committee has been continued until this day and 
it has accomplished a great deal in management improvement and in 
weed more efficient methods and economy. In our surveys we 

ook primarily for economy, but I sometimes think efficiency of opera- 

tion is just as important or more oo ene than economy. This 
management improvement program within the Treasury Department 
has done a magnificent job in promoting both. I wish every depart- 
ment and agency of Government would establish a similar committee 
to study these matters, because, after all, good management depends 
on constant surveys and study. One of our famous Americans once 
said: “Eternal vigilance is the price of freedom.” I think eternal 
vigilance is also the price of good management, and when you have 
a permanent committee working continuously on matters of this kind 
you can produce results that are not accomplished otherwise. 

I want to compliment the Department, and I hope the example you 
have set will be followed by others so that the good results can be 
achieved throughout the entire Government. 
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INCENTIVE AWARDS PROGRAM 


Mr. CanFietp. This committee has also been intensely interested in 
eo employee incentive awards program, as you know, Mr. Parsons. 

note that this last year the Treasury Department awarded five 
Alexander Hamilton Awards for outstanding leadership. Will you 
be good enough to explain what the Alexander Hamilton Awards are 
and name the recipients of those awards and indicate the particular 
services they rendered ? 


ALEXANDER HAMILTON AWARDS 


Mr. Parsons. I will be very happy to, sir. 

The Alexander Hamilton Award was established several years ago 
by Mr. Humphrey as a means of recognizing outstanding leadership 
in the Department and it was awarded to ve people during fiscal 
year 1958. There have been some awards in prior years, but that was 
the number in 1958. The awards were to the following: 

C. Dillon Glendinning. He was the Deputy Director, Office of 

International Finance, and Secretary of the National Advisory Coun- 
cil on International Monetary ind Winnnclad Problems. He was one 
of our outstanding top career men and left the service a year or so 
ago. 
“Next we had Mr. Laurence B. Robbins, Assistant Secretary, who 
was given this award in recognition of his outstanding service in 
connection with the liquidation of RFC affairs and for his leadership 
in that connection. 

Mr. Canrie.p. His title is what? 

Mr. Parsons. Assistant Secretary. 

One of Mr. Anderson’s first acts as Secretary was to make this 
award to Mr. George M. Humphrey simultaneously with his depar- 
ture as Secretary of the Treasury. 

At the same time, Mr. Anderson made this award to Mr. W. Ran- 
dolph Burgess upon his departure as Under Secretary of the Treasury 
to go with the North Atlantic Treaty Organization as U.S. perma- 
nent representative. 

The next was Mr. David W. Kendall, to whom the award was 
made, when he left in 1957 as Assistant Secretary, for his contribu- 
tion and leadership in connection with the affairs of the Department, 
with which, I am sure, the members of this committee are familiar. 

Mr. Gary. It is too bad our good friend, Mr. Canfield, was not in 
the Department, because I know he would have merited an award for 
his speech made at the Alexander Hamilton centennial. He made two 
of them, in fact, one at Nevis and one at St. Croix. 

Mr. Canrievp. Thank you very much, Mr. Chairman, for the com- 
pliment, but I am sure you recall that when I was paying compli- 
ments to Thomas Jefferson in those appearances you, my good friend 
from Richmond, Va., were paying compliments to Alexander Hamil- 
ton. 

Mr. Gary. They were very important occasions and you did full 
justice to the great American who founded and named your city. 

Mr. Canrtetp. That is right, Alexander Hamilton founded and 
named Paterson, N.J., after William Paterson; but I would not ac- 
cept the award unless one was also accorded to you, Mr. Chairman. 
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Mr. Gary. I thank you, sir. 

Mr. Parsons. I might add that this fall we made one additional 
award, to Russell C. Harrington when he left the Department as 
Commissioner of Internal Revenue. 


NATIONAL CIVIL SERVICE LEAGUE AWARD 


Mr. CanFrevp. It pleases me no end to note also that you say: “In 
recognition of outstanding service, notable contribution, and distin- 
guished career in the Federal Service, the National Civil Service 
League Award was granted to the Commissioner of Narcotics, Mr. 
Harry J. Anslinger,” whom this committee knows so well and respects 
so deeply. My appraisal of the Commissioner—and I have seen many 
of them come and go on the Federal scene—is that he rates the very 
top in dedication and accomplishment and still is doing a remarkable 
job for tiie country he loves so much. 

Mr. Parsons. We think so too, Mr. Canfield. 

Mr. Canrtetp. That is all, Mr. Chairman. 

Mr. Passman. Mr. Parsons, I hope the Treasury’s request is going 
to establish a pattern which will be followed by the other agencies in 
making their requests because it looks as if you are operating on 
an airtight budget. It looks good to me, and I hope when we con- 
sider the requests of the other agencies that they, too, will have a simi- 
lar moderate request. 

Off the record. 

(Discussion off the record.) 


TAX INCREASES PROPOSED 


Mr. Passman. The Federal Budget in Brief is a very informative 
little booklet. On account of the long meeting on yesterday and the 
Secretary’s bad cold, there were two or three questions I did not ask 
that I should like to ask at this time. 

On page 6 of this little booklet, the last paragraph of the page, it is 
stated that it is a budget that “anticipates, in a rapidly advancing 
economy, increases in revenues without new general taxes, and counts 
upon the unity and good judgment of the American people in sup- 
yore a level of Government activity which such revenues will make 

ossible. 
" What is the difference between general taxes and the some seven 
tax increases proposed in the budget? I am going to be asked that 
question, and as you are with the Treasury Department can you tell 
me the difference between general taxes and the seven taxes that you 
will ask to have increased ? 

Mr. Parsons. I will give you a general answer and perhaps have it 
augmented in the record by someone more competent in that field. 

By general taxes I think we assume those taxes applying across the 
board to the entire public, such as income tax applying to individuals, 
the corporate income tax, and the general excise taxes. They would 
be the general taxes as against the more specific taxes like the gasoline 
tax and so forth. 

<a Passman. Could anything be more general than the gasoline 
tax! 
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Mr. Parsons. It is general but its. application is specific in that 
it is used for highway purposes. 

Mr. Passman. You have people paying gasoline tax who do not 
oe Pg or other taxes. 

r. Parsons. That is right. 

Mr. Passman. Turning to page 11—and I do like this heading very 
much because it takes the sting out of new tax increases—it says “New 
Receipts Proposals.” Without meaning to be too critical, I want to 
comment that is certainly a new caption for raising taxes. It is a — 
well sugar-coated pill, soo 4 I wonder if it will be as easy to swallow. 

This says, “Raise motor fuel tax to 414 cents per gallon.” That is ~ 
a proposal to raise the present rate from 3 to 414 cents per gallon? 

Mr. Parsons. That is correct. 

Mr. Passman. An increase of 114 cents per gallon? 

Mr. Parsons. That is correct. 

Mr. Passman. Also, as I understand, it proposes to revise postal 
rates to bring in an additional $350 million. 

Mr. Parsons. Yes, sir. 

Mr. Passman. And it also means, as the Secretary stated on yester- 
day, taxing income of life insurance companies, making some adjust- 
ments in that category ? 

Mr. Parsons. Yes, sir. 

Mr. Passman. And it proposes to revise rules for computing per- 
centage depletion allowances. I suppose that has to do with natural 
gas and crude oil, and that has been before the Congress? 

Mr, Parsons. I believe that mainly the tax treatment of nonmetallic 
minerals would be affected. 

Mr. Passman. And it also proposes to increase taxes by bringing 
new cooperatives under the tax structure? 

Mr, Parsons. A proposal on the taxation of cooperatives was made 
by the Secretary, to the Congress this past week. 

Mr. Passman. To balance the budget. 

Mr. Parsons. Yes. 

Mr. Passman. It proposes raising the aviation gasoline tax to 414 
cents per gallon and levying a new 414-cent tax on jet fuels. 

Mr. Parsons. Yes, sir. 

Mr. Passman. One final question, Mr. Chairman. I am asking this 
question in order to be familiar with the procedures of the Treasury 
Department and the Budget Bureau. 

Do you have two different headings, one showing taxes and one 
showing receipts received from new receipts proposals? Do you have 
those separated or when you receive them will they all be shown as 
taxes? I am trying to associate this heading with taxes. 

Mr. Parsons. What page is that on? 

Mr. Passman. That is on page 11. I am trying to ascertain if you 
have two headings, one for taxes received and one for receipts received 
from new receipts proposals. 

Mr. Parsons. If you will turn to page 14 I think you will see the 
summary, and they are called budget receipts by years. 

Mr. Passman. I read that but I am talking about your headings. 
Do you carry them all under tax receipts or do you have something 
known as receipts from new receipts proposals? 

Mr. Parsons. The classifications of revenues would be broken down 
by all the various categories beginning with the income tax. 
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Mr. PassMan. But it would be considered taxes? 

Mr. Parsons. Those that are taxes would be but there are sources 
other than taxes. 

Mr. Passman. What would they be? 

Mr. Parsons. Revenues from income-producing-type projects, 
TVA, things of that sort. 

Mr. Passman. Would gasoline and crude oil come under taxes? 

Mr. Parsons. Those would be called taxes, the gasoline tax, yes. 
- Mr. Passman. That is what I thought. I could not associate it 
with the heading. 

Mr. Parsons. The revenue classification would be taxes, 

Mr. Passman.: Thank you. That is all. 


MANAGEMENT IMPROVEMENT SAVINGS 


Mr. Conte. In your opening remarks you mentioned that there is 
an increase of $232,000 over the appropriation for the current fiscal 
year. That is taken up mostly in salary increase, personal service 
cost increases; is that right? 

Mr. Parsons. That is entirely right, sir. 

Mr. Conte. I am quite intrigued here and want to compliment the 
Department for its many savings, however, as I thumb through these 
pages here to page 3 I notice you estimate a $61,000 saving in the 

ureau of Accounts; an estimated annual saving of $151,000 by doing 
away with the refining operations at the San Francisco Mint; $64,000 
annual saving on page 4 on operating procedures; $79,700 saving 
in the Bureau of Customs, and so forth. In breaking down these 
managerial savings I come to a rough total of about $700,000 in 
savings. 

I am trying to reconcile, your savings of approximately $700,000 by 
installing many new features and at the same time you mention that 
your increase in salaries and personnel service costs amounts to $232,- 
000. Yet you are asking for an increase in your budget of approxi- 
mately $250,000. 

Mr. Parsons. Let me answer the question this way, sir. The illus- 
trations I have given here are in no sense complete but are taken at 
random throughout the Department as representing the kinds of 
projects for illustrative purposes. 

Our total program fr the year is summarized in this booklet, 
“Annual Report on Management Improvement,” which lists bureau 
by bureau our total savings from the management improvement pro- 
gram. I am leaving copies of this report with the committee. 

Secondly, I would like to relate these savings not just to the Office 
of the Secretary, because they are over the entire Department. 
Every bureau chief, who will appear before you, has part of these 
savings within his program. 

Our savings within the Office of the Secretary are a small portion 
of the total. In other words, as a headquarters office, the opportuni- 
ties for savings are relatively very smal] in the Office of the Secretary 

roner. 

. The savings come in our big operating organizations where we have 
— processing and many employees at work on large volumes of 
work. 
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As to the big advantage we have gained from this program, per- 
haps the customs service provides the best illustration because it is 
so dramatic. If you look back over the years, as I know Mr. Gary 
and Mr. Canfield are both so aware of because they have seen it hap- 
pen, as I have—if you look back about 10 years, you will find the 
customs service had more employees than they have today by a few 
hundred. Actually, however, the Bureau is handling today twice the 
volume of work in terms of almost any measure you apply. For 
instance, the number of vehicles, number of airplanes, number of 
airplane passengers, number of ship passengers, number of entries, 
almost any measure you take, have increased more than 100 percent. 

This was accomplished primarily through intelligent management 
and a planned improvement program. Many things have been done 
to improve service, expedite handling of cargoes, and improve methods 
of handling people coming into the country. Approximately 100 
percent workload increases have been taken on without increasing the 
personnel of the service. That illustrates in a broad sense the best 
type of result that has been obtained from this program. 

I realize that is a very general answer to your question, but that 
is the only way I believe it is fair to answer in terms of what is the 
impact of the management improvements. I realize the illustrations 
[ gave are very specific and each one rather small, but added up over 
a period of years, they have enabled most of our bureaus to signifi- 
cantly handle much greater workloads without coming to the Con- 
gress, through this committee, and asking for great numbers of people. 
We simply have not done that. 

In fact, you might be interested in this, sir. I know the rest of the 
committee is generally familiar, but I think we have a record here 
that is worth referring to. For example, go back to June 30, 1952. 
Our Department at that time had 89,460 employees. As of last June 
30, we had 77,467. As of December 31 just past, we had 75,993, a 
very substantial reduction in the number of employees. 

Yet I do not believe any part of our Department is doing less work 
in terms of the volume of work handled, whatever that measure is. I 
believe that is the true test of this program. 

In other words, our costs in the Federal budget, had this not taken 
place, would be greatly in excess of what they are now. Admittedly, 
costs have risen, salary increases over this period of time have been 
very substantial, but we have met many costs by the fact that we are 
doing greater amounts of work with far fewer employees. That is 
what we try to bring out, taking a long perspective on it. 

Mr. Conte. It is unfortunate many of these other departments are 
not inflicted with the same desire to cut down personnel. That is all. 


EXTRA WORKING DAY 


Mr. Steep. I notice you have this same problem that comes up in 
many departments about the extra working day. For the benefit of 
those who are not familiar with that, could you for the record ex- 
plain how you get into a situation of having to provide for an extra 
working day ? 

Mr. Parsons. Yes. The calendar as it applies to our fiscal year 
hever quite comes out even. So, therefore, we have a variation from 


36439—59——-5 





64 


year to year with one more or less or two more or so working days 
to even out the fiscal year with the actual calendar days. It is in that 
complication, as in 1960, we will have what we call a two-extra-work- 
ing days year. 

That will vary sometimes. The problem would be solved if we 
had a calendar consisting of thirteen 4-week months. Then we could 
consistently come out even. The Post Office Department has often 
talked of that, and I believe has actually attempted to run their af- 
fairs on what is the equivalent of a 13-month year for that reason. 

As long as we have a 365-day year, there are always going to be 
problems in making it come out even. 

Mr. Sreep. Do the 2 extra days in 1 year reflect themselves by a 
lesser number in the following year ? 

Mr. Parsons. If you look at the tables, “Adjustment to base,” next 
year in 1961 we will have a dropping back of 1 or 2 days compared 
to 1960. That amount is taken out before we establish the budget 
base for the next year. 

Mr. Sreep. Then you do not get the true picture of the pay scale 
unless you do consider it for more than a single year because of this 
variation ; is that right ? 

Mr. Parsons. That is right. It will always be an adjustment back 
and forth of 1 or 2 days with the present calendar. 


GASOLINE TAX 


Mr. Streep. Could you provide us with the figure on what 1 cent 
a gallon on gasoline brings into the Treasury in the course of a year! 

Mr. Parsons. We will get that figure for you. 

(The information referred to follows :) 

The present 3-cent rate per gallon of gasoline is estimated to produce $1,689 


million in the current fiscal year. This is equivalent to $563 million per 1 cent 
of tax. 


Mr. Streep. That is all, Mr. Chairman. 
DECREASED NUMBER OF EMPLOYEES 


Mr. ALeExanver. Mr. Parsons, may I add my commendation to that 
of my colleagues here. We are all impressed and very much in- 
terested in seeing a decrease in the number of employees and, of 
course, an increase in production. 

What actually is your decrease in number of employees today as 
compared with a year ago? 

Mr. Parsons. Our employment as of December 31, 1958, was 75, 
993. The year previous the figure was 77,809 as of that same date, 
or a decrease of 1,816. 

WORK BACKLOG 


Mr. ALExANDER. Would you describe as regards the different bu- 
reaus or agencies what the backlog work is today 2s compared with 
a year ago. 

Mr. Parsons. Speaking generally, sir, I would say that our back- 
logs are not significantly different. We always have accumulations 
of work. For example, in the tax-examining field there will always 
be more taxpayers’ returns to examine than we have manpower to do 
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the work. That has always been that way and I presume it will 
always be so. , 

There are several areas, however, where we have backlogs rising. 
You will find in the justifications and the representations of our bu- 
reau heads, when they appear before you, support for increased per- 
sonnel to meet them. 

Perhaps the most significant one is the Secret Service, where we 
have asked a rather substantial increase in personnel because of the 
terrific accumulation of backlog rising month by month in the in- 
vestigation of counterfeit and forgery cases. That is one where we 
are definitely in trouble and are asking for personnel. 

Another is customs service, where the backlog of unliquidated 
entries is rising. We will always have a backlog, but it is at a stage 
where we are a little alarmed. There is a request included for the 
Bureau of Customs for personnel to meet that particular problem. 

Those are the only two I can think of offhand where we are defi- 
nitely asking for manpower to meet. specific backlog accumulations 
that we consider beyond the normal working backlog. There may be 
others, but right off I don’t recall. 

Mr. Atexinper. You have a decreased number of employees in 
certain fields and an increased request in certain others, I believe in 
Internal Revenue, Customs, and the Secret Service. 

Mr. Parsons. And Coast Guard. 


INCREASE IN PERSONNEL PROPOSED 


Mr. Arexanper. In all, how many new people are you asking for? 


Mr. Parsons. We are estimating, sir, we will have on the rolls, as 
of next June 30, 77,301, as of the close of this fiscal year, or an in- 
crease of a little over a thousand between now and June 30. By the 
end of 1960 we estimate we will have personnel of 77,879, or a further 
increase of about 500. If that comes out as estimated, that will be 
an increase over the present of close to 1,800 personnel. 

In other words, we have reached a point where it is felt we can 
go no further down, that we have scraped the bottom of the barrel, 
so to speak, in a number of areas where we have year after year sought 
economies, found them, and met our problem by more efficiency, and 
soon. In some of these areas we have reached the point where we 
cumot make further significant economies and we have asked for per- 
sonnel to meet backlog problems. 

Mr. Anexanper. You have actually let people go and now are 
putting new people on. Was that necessary? As of June 30 of this 
year, you will have, if you are granted what you request, approxi- 
mately the same number you had a year ago. 

_Mr. Parsons. By June 30, 1960, that will be the case: Yes, that is 
right : it will be approximately the same. 

Mr. Armxanper. Why was it necessary to let those people go and 
turn around and hire others ? 

Mr. Parsons. You will find the reductions that took place do not 
hecessamly match the additions that are required. We are still realiz- 
Ing some economies in some areas where we are still able to profit, 
so to speak, from the studies and make reductions. In other words, 
the increases are taking place perhaps in many instances where there 
have not been recent reductions. 
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In a large department like ours, with many large bureaus and some 
70,000 employees, the reductions do not take place necessarily where 
the increases later come back in. In other words, there have been no 
current reductions in the Customs Service, for example. The current 
reductions have been taking place in Engraving and Printing and 
the Mint Service, where there will be no increases. In other words, 
we still feel we must take advantage of reductions where we can find 
them, and if the increases come along, if they happen to coincide 
with the former decreases, in that case it might have been inefficient 
handling and we may have lost valuable personnel. 

But I think you will find—and I know from your service on the 
Davis subcommittee you have seen these kinds of figures—that most 
of our reductions of recent times have taken place as a result of what 
we call attrition. That is, retirements, resignations, and so on, and 
nonfilling of positions, so that even where we have had reductions 
which will now have to be matched by further increases, you will find 
actually they are probably in a sense deferred recruitments because 
we had people retire or resign and did not replace them. Now we 
have reached the point where we find in some cases we cannot con- 
tinue to meet the problem in this way. 

Mr. Gary. Will the gentleman yield ? 

Mr. ALEXANDER. Yes. 

Mr. Gary. Can you usually take care of the people who are sepa- 
rated from the service because of these reductions within the Depart- 
ment by the attrition in the Department ? 

Mr. Parsons. To the greatest extent possible that is our policy, sir. 
You had an illustration yesterday of the closing of the New Orleans 
disbursing office, which the Secretary described. Up to this point 
we anticipate we will be able to either retain or relocate all of the 
people, I think, except one that they are still trying to help. It is 
our policy where we have reductions that it will be handled either 
by the process of attrition or, as in the case of the New Orleans office, 
by assisting the employees to transfer to other positions. 

Mr. Gary. I wonder to what extent you are successful in doing 
that. 

Mr. Parsons. I recent times we have been very succesful. We 
have no problems where we have not met this problem by transfers, 
reassignments, and so on. 

Mr. Gary. Thank you. 

Mr. Arexanper. I did not want to leave the impression that I was 
critical. I am very much interested in cutting down all unnecessary 
employees. 

Mr. Parsons. I understand, sir. 


MISCELLANEOUS EXPENSES 


Mr. Arexanper. Mr. Parsons, with reference to “Miscellaneous 
expense,” I believe that for this year it will run a little better than 
a half million dollars. How does that compare with your “Mis- 
cellaneous expense” of a year ago? 

Mr. Parsons. We have an increase in the retirement item of about 
$15,000. That is an increase as compared to 1958. That is due to the 
increase in salary rates authorized by Public Law 85-462. 
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The rest of the items are substantially the same, 1959 compared to 
1958, no significant change other than the retirement item. 

Mr. ALexanner. In other words, there are no new items? 

Mr. Parsons. That is right. 


MANAGEMENT IMPROVEMENT SAVINGS 


Mr. Arexanper. I believe you stated the savings produced by your 
management improvement program amounted to 56% million. 

Mr. Parsons. That is correct, sir. 

Mr, Atexanper. Would you explain to us as to whether that is a 
savings of just the Treasury Department or just what does that $634 
million mean ? 

Mr. Parsons. That $634 million represents the amounts that have 
been saved by actions taken, and typical of those actions are the ones 
I described in my statement. This little report here I am leaving for 
the committee provides the supporting data which adds up to the $6 
million, and it comes from our entire program across the board. 

Mr. Atexanper. Is that an annual saving? 

Mr. Parsons. It is an annual saving, and the major part of it is 
recurring. Some items are not, such as sale of property, where we 
closed yA down, for example, and disposed of the property. That 
is a one-time saving, but most of them are recurring savings. 

Mr. Atexanper. Does that take into consideration the increased 
cost of electronic equipment ? 

Mr. Parsons. It is a net saving. For example, on the project in 
public debt they are installing an electronic computer to handle the 
savings bond operation. The saving in their budget is a net saving. 
After paying rental and total cost of the new program and comparing 
it with the previous program, it is a net saving after meeting all costs. 


SURPLUS REAL ESTATE 


Mr. ALExAnvER. Last year I believe we had a discussion of surplus 
realestate. Is that a continuing thing? 

Mr. Parsons. That is a continuing program, sir. The area where 
= aaa have a problem in that connection is in the U.S. Coast 

uard. 

ee What is your situation this year with surplus real 
estate 

Mr. Parsons. It is not a major problem. It is one which is always 
with us. Let me put it this way. We have small pieces of property 
all over the United States and, in fact, all over the world where we 
have aids to navigation such as a light or a station which has been 
discontinued. The Coast Guard is continually surveying those prop- 
erties and declaring them surplus where not needed—declaring them 
surplus through GSA for disposal. 

Mr. ArexaNvER. Does the money from that come back to the 
Treasury ? 

Mr. Parsons. Yes, sir; that comes back to the Treasury. 

Mr. Atexanper. I again commend you for the fine job. Thank you. 
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HIGHWAY TRUST FUND 


Mr. Steep. Mr. Parsons, would it be possible to provide us with a 
statement of the receipts and expenditures in the highway trust fund 
since it was set up ? 

Mr. Parsons. Let me make available whatever reports have been 
made on that subject and provide them for the record. 

Mr. Sreep. That is of considerable interest to us here, and I do not 
believe I have seen up-to-date statements such as a bank would issue in 
that field. 

Mr. Parsons. I will provide a statement for the record. 

(The information referred to follows:) 


Status of highway trust fund, cumulative throuah Dec. 31, 1958 (July 1, 1956, through 
Dec. 31, 1958) 
I. Receipts: 
(a) Excise taxes (transferred from general fund re- 
ceipts) : 
1. Gasoline tax $3, 820, 569, 987. 32 
105, 700, 192. 67 
390, 484, 589. 71 
‘ 29, 742, 853. 29 
. Trucks, buses, etc 182, 889, 068. 70 
. Truck use tax 89, 613, 287. 20 
. Inner tubes 24, 964, 160. 71 
. Other tires 62, 810, 482. 20 
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Interest 29, 742, 442. 55 





4, 736, 517, 064. 35 





II. Expenditures: 
(a) Highway program: 
1. Payments from general fund reim- 
bursed 501, 018, 553. 13 
2. Direct from trust fund 3, 551, 447, 757. 31 





Total highway program 4, 052, 466, 310. 44 
(b) Refunds of taxes (reimbursed to general fund): 

1. Gasoline 37, 502. 14 
2. Gasoline used on farms 127, 884, 905. 27 

3. Gasoline for nonhighway purposes or 
local transit systems 29, 410, 015. 48 
. Tires and tread rubber 10, 196. 89 
5. Trucks, buses, etc 23, 098. 94 
Total refunds of taxes 157, 365, 718. 72 

(c) Administration and enforcement of labor stand- 
ards, Department of Labor 368, 225. 00 





MUI DOR es hc ere ce oe he eben 4, 210, 200, 254. 16 








III. Balance 526, 316, 810. 19 





FUND ASSETS 


Investments (special issues): Highway trust fund series: 

U.S. Treasury 2!4-percent certificates of indebtedness ma- 

turing June 30, 1959 385, 625, 000. 00 
Undisbursed balance 140, 691, 810. 19 





Total assets 526, 316, 810. 19 
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Mr. Canrtetp. Mr. Parsons has been appearing before this com- 
mittee for many years, has been associated with the Treasury about 
20 years, I believe. 

Mr. Parsons. About 18 years. 

Mr. Canrtevp. All of the members have made statements com- 
mending him for his presentation today. I would add mine by say- 
ing this: I think his presentation is the best prepared and the most 
responsive one he has ever yet presented to our subcommittee. 

Mr. Parsons. Thank you, sir. 


SUPERVISORY RESPONSIBILITIES 


Mr. Gary. The budget justifications state that the Office of the 
Secretary has responsibility for administration of the U.S. Coast 
Guard, ‘hoes Service, and the Bureau of Narcotics. Each of these 
agencies makes budgetary provisions of its own executive direction, 
coordination, and administrative services. 

How are these responsibilities related ? : 

Mr. Parsons. You refer, sir, to the responsibility and relationship 
of responsibility between the Secretary’s Office and the Bureau Chief’s 
Office, as in the case of the Coast Guard between Mr. Anderson and 
Mr. Flues in the Secretary’s Office, and the Commandant of the Coast 
Guard. 

The Secretary has the responsibility for supervision and policy 
guidance of the entire Department. Each bureau has an immense 
operating program, with many specific responsibilities to be carried 
out. It is the responsibility of the bureau chief, with the assistance 
of his own staff, to operate that program as distinguished from the 
general supervision and policy guidance which is the responsibility 
of the Secretary. 

For example, of course, the Secretary in the budgetary field has the 
responsibility for taking the budgets of each of the bureaus, pulling 
them together, looking at it as a whole, and deciding on the Treas- 
ury’s total program. ‘He does that in consultation with the Assistant 
Secretary involved and the bureau chief, looking at the specific bu- 
reau program compared to the Department’s total needs. That is 
the kind of relationship that exists. 

The assistant secretary that is involved with a particular bureau 
does not attempt in any sense to superimpose his judgment in the 
management of the detailed day-to-day working affairs of the bureau. 
His is a relationship of supervision and coordination rather than im- 
mediate direction. 

Mr. Gary. Is there any overlap or duplication of that supervision ? 

Mr. Parsons. I would say there is practically no room for it, sir, 
because we do not have the personnel to overlap. Mr. Flues has two 
secretaries and one assistant. From that you see he cannot duplicate, 
for example, the work of the Commandant of the Coast Guard or 
Commissioner of Narcotics or Chief of the Secret Service. He does 
not have the wherewithal to duplicate. Given our system of opera- 
tion, I do not believe there is opportunity for an assistant secretary 
to duplicate affairs of the operating bureau chief because he does 
not have the means to do it. 
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EMPLOYEE HEALTH PROGRAM 


Mr. Gary. Does the employee health program provide services for 
all Washington employees of all the bureaus and services comprising 
the Treasury Department? 

Mr. Parsons. That is right, sir, with the exception of Engraving 
and Printing and the Coast Guard Headquarters. Mr. Holtzclaw 
has his own medical staff because of the specialized nature of the 
Engraving and Printing plant. This staff 1s financed directly from 
his operations. His health program and the small unit in the Coast 
Guard building are keyed in very closely with that for the balance 
of the Department. 

Mr. Gary. Are there any further questions? Thank you, Mr. 
Parsons, 

Mr. Parsons. Thank you, sir. 


Turspay, JANUARY 27, 1959. 
OFFICE OF DEFENSE LENDING 


LIMITATION ON ADMINISTRATIVE EXPENSES, RECONSTRUCTION FINANCE 
Corporation LiquipaTion Funps 
WITNESSES 


ROBERT M. SEABURY, ACTING DIRECTOR 
JAMES M. BOTELER, ADMINISTRATIVE OFFICER 


Program and financing 





1957 actual | 1959 estimate | 1960 estimate 





Program by activities: 
Liquidation of lending program $207, 660 $165, 000 
Deduct portion not chargeable to limitation 10, 295 5, 000 





Total accrued administrative expenses 197, 365 160, 000 





Financing: 
Limitation 800, 000 
Transferred (Reorganization Plan No. 1 of 1957) to— 

“Limitation on administrative expenses, Reconstruc- 
tion Finance Corporation liquidation fund,” Gen- 
eral Services Administration —55, 000 

“Salaries and expenses,’’ Small Business Adminis- 

—408, 000 


i 
“Limitation on administrative expenses, Office of the 
Administrator, revolving fund (liquidating pro- 
grams)’’ Housing and Home Fiance Agency — 22, 000 





Limitation (adjusted) 315, 000 
Unobligated balance no longer available —117, 635 





Total accrued administrative expenses 197, 365 
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Object classification 


























1958 actual | 1959 estimate | 1960 estimate 
Total number of permanent positions.-...........-....-..-.-- 40 15 12 
Average number of all employees. .--...-.-..----------------- 21 15 9 
Number of employees at end of year. .-...--..---.------------ 14 12 8 
Average GS grade and salary.........-.-....--.--....-------. 9.3 $7,308 | 9.6 $8,572/9.3 $8,299 
01. Personal services: 

Nn cn cncnecmenbnnnseunneraswcaee $151, 465 $128, 100 $80, 000 

OGREE PETOONE] GAFVICNS.. «occ cccecescesccenccscecncecs 15, 400 
Total personal Ger Vi0es ......cncnsecenccenganvonsaoe= 166, 850 128, 500 80, 700 
ey IS che al eine enmabiebenannansn dan aenn banatne 462 1,000 1,000 
08 Transportation of things... 251 200 100 
#4 Communication services- .-. _ 1,780 2, 000 1, 500 
05 Rents and utility services... 8 a ange 
06 Printing and reproduction. 619 12, 500 500 
C7 Other COMtrARUIAL GOTVIOUN,. ... 6c nanccnnccccnccncccncnescen 1, 736 1, 500 800 
General Accounting Office audit expense..........---- 8, 000 4, 000 4, 000 
Services performed by other agencies........-.....---- 1, 068 1,000 500 
IE EE COED, 1, 252 1,000 700 
A ___Ci«C«C«sCt«CR Nl el eS jy SRA Ea 
11 Grants, subsidies, and contributions. -_-.......-- 9, 145 8, 300 5, 200 
TS FS GE Ca. cece cccnccnsceccsssccss eae ee 
Total accrued administrative expenses 197, 365 160, 000 95, 000 

















Mr. Gary. The committee will now consider the Office of Defense 


Lending. The financing of this Office is not by appropriation but by 
a limitation on the amount of receipts that the Office handles that can 
be used for those expenditures. The limitation for 1959 was $160,000. 
The estimate for 1960 is $95,000. The decrease in limitation from 


1959 is $65,000. 
SUMMARY JUSTIFICATION DATA 


We will insert at this point in the record pages 405 through 409 of 


the justifications. 
(The justification pages referred to follow :) 


LIMITATION ON ADMINISTRATVE EXPENSES, RECONSTRUCTION FINANCE CORPORATION 


LIQUIDATION FUND 


Analysis of authorization base for fiscal year 
































Regular authorization, act $160, 000 
Supplemental authorization 0 
Total authorization 160, 000 
Reductions: (1) Liquidation of lending program 65, 300 
Additions: (1) Liquidation of lending program 300 
3 satblnnciamenacs 

Adjustments in base (net) —65, 000 
Authorization base 95, 000 
Increase over authorization base 0 
Authorization estimate 95, 000 








Increase or decrease from total authorization 


—65, 000 
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Comparison of authorization base with authorization estimate for 





Authorization base for | Authorization estimate Increase or decrease 
1960 
Activity 





Average Average Average Amount 
positions positions positions 





Liquidation of lending pro- 





Total, authorization, 
1959 and authoriza- 
tion estimate for 1960. 15.0 























GENERAL STATEMENT 


After giving effect to the transfers pursuant to Reorganization Plan No. 1 of 
1957, the Secretary of the Treasury is responsible for completing the liquidation 
of the following activities of the Reconstruction Finance Corporation : 

1. Business loans and securities with individual balances of $250,000 or 
more. 

2. Securities of and loans to railroads. 

8. Securities of financial institutions. 

4. Windup of corporate affairs. 

A limitation of $160,000 was placed on administrative expenses for fiscal year 
1959. The pay increases enacted under Public Law 85-462 will be absorbed and 
no supplemental request will be submitted to the Congress. For fiscal year 1960 
a limitation of $95,000 is requested, a reduction of $65,000 from the 1959 authori- 
zation, attributable to a declining workload. 


EXPLANATION OF LANGUAGE CHANGES 

The following language change is necessary to reflect the reduced limitation 
requested for fiscal year 1960: 

Delete “$160,000” ; add “$95,000”. 


Analysis of authorization base 





Authorization alloca- Net change in base 
tion for 1959 Adjustments in base increase (+-) or 
decrease (—) 





Average Reduc- Addi- | Average | Amount 
positions tions tions | positions 





1. Liquidation of lending program__.- 15 $160,000 | —$65, 300 $300 —6 —$65, 000 




















Net change in base 


1. Liquidation of lending program: 
Reductions : 
A. Decreased workload 


Total reductions 
Additions : 
A. 1 additional workday in 1960 





PIP IEEE WRN Ee oe encom caces —65, 000 





Detailed explanation of estimates by program 


1. Liquidation of lending program : 
Authorization base for 1960. 
Budget estimate for 1960 








Increase over base 


The portfolio consists of obligations with large dollar amounts outstanding. 
Most of them present administrative and legal problems which preclude rapid 
liquidation. In order to protect and insure the maximum recovery of the 
Goverhment’s investment, decisions must be made as to the advisability of fore- 
closure, substitution of items of collateral, and the modification of terms of 
repayment. In making these decisions every consideration must be given to 
those indebted to the Government and to the communities in which their busi- 
nesses are located. Whenever possible, negotiations are conducted with bor- 
rower’s banks and other private financial institutions in order to relieve the 
Government of its investment in these loans, securities, and commitments. 

The table which follows shows the loans, securities, and commitments which 
are under the supervision of the Secretary of the Treasury as of July 1, 1958, 
and estimated for the close of fiscal years 1959 and 1960: 





[Dollars are in millions] 





Actual, July 1, | Estimated, June 30, | Estimated, June 30, 
1958 1959 1960 





Num-} Amount | Num-| Amount | Num-| Amount 
ber ber ber 





Loans, securities, and commitments: 
Business enterprises: 
Loans 


Financial institutions 
Railroads (4 borrowers) 
Assets acquired in liquidation of loan 
indebtedness. -- 





























) Less than $0.5 million, 


Reorganization Plan No. 1 further provides that the Secretary of the Treasury 
is responsible for the final liquidation of corporate affairs including the prepa- 
ration of a final report to the Congress on the Reconstruction Finance Corpo- 
ration’s corporate affairs through June 30, 1957. This report must be submitted 
not later than June 30, 1959. 


Administrative expenses by object class 





Authoriza- Estimate 
tion base 1960 





Personal services $80, 700 
Travel 


Transportation of things-- 
Communication services. 

Printing and reproduction .. 

Other contractual =e 

Supplies and materials 

Grants, subsidies, and contributions 





Total, administrative expenses 
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Standard classification schedule 





Increase (+-) or decrease 
(—), 1960 estimate 
Authoriza- | Authoriza- | Authoriza- 
tion esti- tion base | tion esti- 
mate, 1959 | for 1960 | mate, 1960 





1959 esti- 





Total number of permanent positions 
Average number of all employees 
Number of employees at end of year. 


Average salaries and grades: 
General schedule grades: 


_ 
@orn 





8 
23 
av 

8 
os 





Permanent positions. 
Other personal services 


ra 
8 
3 


Slorree php +B] § 
| $883 S38ss/5 





— 


Total, personal services 
Travel 

Transportation of things-..- 
Communication: services-_.- 
Printing and reproduction... 
Other contractual services 


os att 3 
8382 888583) 88 


> 


pense 

Services performed by other agencies. -. 500 
Supplies and materials 700 
Grants, subsidies, and contributions 5, 5, 200 


95, 000 95, 000 





Total authorization or estimate 


_ 




















Mr. Gary. We have Mr. Robert M. Seabury, Acting Director of 
the Office of Defense Lending, before us. We shall be very glad to 


hear from you at this time, Mr. Seabury. 
GENERAL STATEMENT 


Mr. Seasury. Mr. Chairman and members of the committee, the 
Office of Defense Lending performs those functions of the former 
Reconstruction Finance Pieeeiion which were transferred as of 
the close of June 30, 1957, to the Secretary of the Treasury by Re- 
organization Plan No. 1 of 1957. Such functions consist of: 

(1) The liquidation of business loans and securities with out- 
standing principal balances in excess of $250,000 as of June 30, 1957; 

(2) The liquidation of securities of, and loans to, railroads and 
financial institutions; and 

(3) The winding up of corporate affairs of RFC, including the 
preparation and eal to the Congress by June 30, 1959, of the 
final report covering the affairs of RFC up to the close of June 30, 
1957. 

To carry out these responsibilities during fiscal year 1960, we are 
requesting a limitation of $95,000 on administrative expenses. This 
amount is $65,000 less than the $160,000 authorized for fiscal year 
1959. 

On July 1, 1957, the portfolio of loans, securities, and commitments 
to be liquidated amounted to $55.5 million. During fiscal year 1958 
we were able to reduce this portfolio by $10.2 million. We anticipate 
further reductions of $5.6 million in fiscal year 1959 and $3 million 
in fiscal year 1960. Proceeds of liquidation paid into the Treasury 
as miscellaneous receipts amounted to $12.1 million during fiscal 
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year 1958. It is estimated that such receipts will amount to $7.2 
million in fiscal year 1959 and $4.4 million in fiscal year 1960. 

Except for a few items of acquired collateral from which some 
further minor recoveries are expected, the liquidation of loans to, 
and securities of, financial institutions has been completed. The last 
issue of securities of an open bank was retired at the beginning of 
this fiscal year. More than $3.9 billion was invested in this program 
by RFC during its 25-year existence. y 

Liquidation of the remaining portfolio is being pressed as ex- 
peditiously as possible. However, most of the remaining loans and 
securities present complex problems and require constant and spe- 
cialized attention. Among other things, decisions must be made as 
to foreclosure of liens, extension of payments, rearrangement of re- 
payment terms, consideration for partial releases of collateral, merg- 
ers, and assumptions of indebtedness. In a number of cases extended 
legal proceedings are or have been involved, including receiverships, 
bankruptcies, and corporate reorganizations. 

The final report on the corporate affairs of RFC will be submitted 
to the Congress by the close of this fiscal year. It will be a compre- 
hensive and informative document reviewing the 25-year history of 
RFC and covering all of its lending, World War II, and other 
programs. 

CIVIL DEFENSE LENDING PROGRAM 


Although the Office of Defense Lending also performs the civil 
defense lending functions of the former RFC under section 409 of 
the Federal Civil Defense Act of 1950 which were transferred to the 
Secretary of the Treasury by section 104 of the Reconstruction 
Finance Corporation Liquidation Act, we are not requesting an 
administrative expense allowance for this program for fiscal year 
1960. This committee did not approve an administrative expense 
allowance for this program for fiscal year 1956 and no such expense 
allowances have been requested or approved for any subsequent fiscal 
year. Consequently, no applications for civil defense loans have been 
accepted since fiscal year 1956 and our budget makes no provision for 
new loan activity in fiscal year 1960. It was necessary, however, 
during fiscal year 1959 to approve an increase of $135,000 in a de- 
ferred participation commitment in a loan authorized prior to fiscal 
year 1956. We do not expect any disbursement of Treasury funds 
on account of such commitment. 

On July 1, 1957, there were outstanding three direct civil defense 
loans amounting to $1,207,289 and four deferred participation com- 
mitments totaling $2,699,640. During fiscal year 1958 cash repay- 
ments on loans amounted to $96,256 and the Government’s liability 
on deferred participations was reduced $160,646. It is anticipated 
that by the close of fiscal year 1960 the amount of these loans will be 
reduced to $881,000 and the deferred participation commitments to 
$2,234,000. 

ACTIVITIES UNDER DEFENSE PRODUCTION ACT 


In addition to the functions above set forth, the Office of Defense 
Lending performs the defense lending functions of the Secretary 
of the Treasury under section 302 of the Defense Production Act of 
1950, as amended. This lending program, including administrative 
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expenses, is financed from income or through allocations of borrow- 
ing authority and is not included in the budgets which you are 
considering. 

Under section 302 this office can consider only applications for loans 
which are certified as essential for national defense purposes by the 
Office of Civil and Defense Mobilization. During the first part of 
fiscal year 1959, a certificate of essentiality was issued for an additional 
loan to one of our present borrowers. This loan will be disbursed by 
a bank in the amount of $850,000 and we have executed a deferred 
er agreement with the bank covering 90 percent of the loan. 
No disbursement of Treasury funds is expected on account of such 
$765,000 commitment. 

On July 1, 1957, there were outstanding loans amounting to $180.2 
million. During fiscal year 1958 a final disbursement of $6 million 
was made on one loan which had been authorized in a prior fiscal year. 

.On July 1, 1958, there were outstanding loans amounting to $181.7 
million and it is anticipated that by the close of fiscal year 1960 these 
loans will have been reduced to $165.9 million. 

There was a total of $18.3 million in deferred participation com- 
mitments outstanding on July 1, 1957. By the close of fiscal year 
1958 such commitments had been reduced to $17 million. It is esti- 
mated that by the close of fiscal year 1960 further reductions will bring 
the total of such outstanding commitments to $14 million. 


FINAL REPORT 


Mr. Gary. When will the final report covering the affairs of RFC 
be distributed, Mr. Seabury ? 

Mr. Seasury. Mr. Chairman, the report is required to be submitted 
on or before June 30, 1959. 

Mr. Gary. It will be completed by that time? 

Mr. Szasury. We expect it to be; yes, sir. 


LIQUIDATION OF ASSETS 


Mr. Gary. When will the liquidation of these assets be completed ? 

Mr. Seasury. We feel that a very substantial amount of liquidation 
will have been accomplished by the end of fiscal 1963, which will cover 
the maturity dates of most of these loans. I think there may be two 
exceptions to that, one in 1968. But we feel that with repayments to 
be obtained by the time of maturity, those loans which have not been 
fully paid at that time will be able to be refinanced, which means we 
will be out of most of those loans. 

Our best estimate is that by June 30, 1965, we may be down to a 
hard core of about four loans which will amount to about $10 million. 


LOSSES 


Mr. Gary. What do you estimate the final loss will be? 

Mr. Seasury. On just these loans we are concerned with at the 
moment, not on the RFC activities as a whole? 

Mr. Gary. On RFC activities as a whole. 
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Mr. Szasury. Through June 30, 1957, the losses and chargeoffs in 
the lending program alone amounted to approximately $107 million. 

Mr. Gary. Did they have a reserve set up to cover that? 

Mr. Srazpury. An additional $15,300,000-odd had been set up as 
reserves, making a total of $122 million of losses charged off and re- 
serves established. These reserves were transferred to other agencies 
when the RFC assets were distributed among the Small Business Ad- 
ministration, General Services Administration, Home and Housing 
Finance Agency, and the Secretary of the Treasury. 

Mr. Gary. That $122 million, then, will be a loss? 

Mr. Sreapury. Yes, sir; that has already been absorbed and charged 
off insofar as it affects the operating results of RFC through June 30, 
1957. We have a reserve at the present time of $9,800,000 carried 
against the remaining assets of RFC that are in the hands of the Sec- 
retary of the Treasury. We do not contemplate that the losses will 
aggregate that amount. We feel it is good judgment to establish that 
reserve, but we are hopeful that the ultimate losses will be substan- 
tially less than that figure. 

Mr. Gary. Then any losses that are sustained will be fully covered 
by reserves set aside by the Corporation while it was in operation ? 

Mr. Srasury. We feel so; yes, sir. 

Mr. Gary. Will the total operations of the Corporation during its 
existence show a final loss or profit ? 

Mr. Seazury. On the lending activities alone a very substantial 
margin of income over losses and all expenses will be shown. 

Through June 30, 1957, the adjusted net income figure is shown at 
some $333,691,000. That is after allowing for interest on all borrowed 
money and also on the average capital stock and accumulated earn- 
ings of the Corporation. 

DEFENSE LOANS 


Mr. Gary. What is the status of the defense loans? I believe you 
have stopped making those, have you not ? 

Mr. Sreasury. We have had very little activity in that, Mr. Chair- 
man, since June 30, 1957. We have had only the one loan, which 
really is an additional loan to one of our present. borrowers. 

Of course, that program is not in liquidation. The lending au- 
thority is still effective, but it is not. active. We are actually trying 
to place those loans with banks, sell them if we can. We are getting 
substantial repayments on such loans. Those funds are paid back 
into the revolving fund, which is a part of the overall $2 billion fund 
related to the Defense Production Act activities. 

Mr. Gary. What is responsible for the present status of inactivity ? 
Is it just lack of applications for loans or a policy of the office? 

Mr. Seasury. We have not had inquiries of any consequence in 
quite a long time. Those few inquiries that have come in, or appli- 
cations which have been filed, have not been found to be pose for 
national defense by the Office of Civil and Defense Mobilization. We 
have no authority to make the loan unless it is found to be essential 
by that Office. 

Mr. Gary. These are civil defense loans, are they not? 

Mr. Seasury. There are really two so-called defense programs, one 
under section 409 of the Federal Civil Defense Act and the other 
under section 302 of the Defense Production Act of 1950. Section 
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409 was for the purpose of aiding in financing projects found to be 
essential for civilian defense by the Administrator of the former 
Federal Civil Defense Administration, which is now included with 
the Office of Civil and Defense Mobilization. 

Mr. Gary. And both programs are inactive now? 

Mr. Seasury. Yes. 


FINANCIAL SCOREBOARD ON RFC OPERATIONS 


Mr. Canrtetp. Mr. Seabury, when you file your final report in a 
few months, are you going to conclude that the RFC in its 25-year 
history program ended up in the red or in the black? The arguments 
continue as to the end result and, speaking as a layman, I wonder 
if you will be pood enough to tell us just what the conclusion is to be. 
Do you know? 

Mr. Seasury. The conclusion as to its lending activities would have 
to show, I think, that there is a substantial excess of revenues over 
expenses and losses, some $331 million, but on other activities, such as 
the defense program, World War II activities, the operation of de- 
fense plants, the operation of the tin smelter, the synthetic rubber 
program, the accountability for those activities, after the defense 
program ended, was transferred off the books of RFC and subsequent 
recoveries were payable to the Secretary of the Treasury, so that losses 
occurring in the liquidation of those activities would not be chargeable 
to the lending activities of the RFC. 

I think there has to be a difference in the consideration of the sev- 
eral types of activities which were conducted by RFC. 

Mr. Canrietp. If it were considered as part of the overall RFC 
program, would the composite result show the RFC ending in the red 
or in the black? 

Mr. Seasury. Frankly, sir, I don’t know the figures on that but I 
would think personally that it would show that it ended in the red 
because, for example, so many of those defense plants were sold at a 
very substantially lower figure than it cost to construct them. They 
were constructed for a purpose, such as the several magnesium plants 
that were constructed. That purpose was served and it was a very 
useful purpose at the time, but after the defense need was met, there 
was no further need for the plant, so that there was really no demand 
for them. They were sold for whatever they would bring. 

Mr. CanFIeLp. But insofar as financial institutions are concerned, 
the RFC came through in the black ? 

Mr. Seazury. In what we call its lending activities, which would 
include loans to financial institutions, loans to business enterprises, 
disaster loans, all types of loans, there is a margin of earnings over all 
losses and expenses. 


MAJOR LOANS OUTSTANDING 


Mr. Canrtevp. Mr. Seabury, currently, what are some of your 
largest unliquidated accounts ? 

Mr. Seasury. Our largest loan in the RFC liquidation account is 
the Lone Star Steel loan, which amounts at present to about $14.5 
million. That is tied in with a loan under section 302 of $37 million, 
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but the RFC loan matures in 1961 and we expect this loan to be fully 
paid by that time and possibly both loans refinanced before that time. 

Mr. Canrretp. Will you be good enough to tell us what is the next 
outstanding unliquidated account ? ; 

Mr. Seazsury. The next largest loan would be the Texas Consoli- 
dated Oil loan. That is the old Tex-Mass Petroleum Co., so-called 
originally, but the name has been changed to Texas Consolidated Oil. 
There is a present balance, the Government’s share, of $7,100,000. 
This loan is very much of a problem. We have a substantial reserve 
set up against it and we are fearful as to the ultimate outcome. We 
are still collecting interest and we get some principal payments. 

In the past calendar year we got about $110,000 in principal paid 
on that loan. Their assets, of course, are primarily oil leases and as 
the wells get below the economic level of production, the income 
diminishes. 

Mr. Canrtetp. Are there some railroad loans outstanding ? 

Mr. Seapury. Yes, sir. We have several outstanding loans to rail- 
roads, the largest of which is the loan to Tennessee Central Railway. 
We have a note of some $5,125,000 which will be due in April of 1960. 
This is in addition to two small issues of equipment trust certificates 
that we have. This note we do not feel can be refinanced or paid by 
maturity. The road has asked us to give consideration to an exten- 
sion of the maturity. We have not as yet reached a conclusion as to 
what should be done in the best interests of the Government. The 
condition of the road is improving somewhat. Their cash position 
has improved rather materially in the past few months. They have 
caught up with, or will catch up with some deferments that we gave 
them on these equipment trust certificates. We expect the final liqui- 
dation of the two certificates this year. One has ton paid off since 
> ad 1 and the other is due on March 1 and we think it will be 
paid. 

Mr. CanrreLp. What is the situation with regard to the Lustron 
loan? Mention has been made of that. 

Mr. Seasury. That loan has been fully charged off. I don’t think 
any further recovery 

Mr. Borever. There is a lawsuit pending. 

Mr. Seapury. There is a suit pending but we don’t anticipate any 
material recovery on that. 





SUMMARY OF LOANS, SECURITIES AND COMMITMENTS OUTSTANDING 


Mr. Canrtevp. The chairman usually requests an itemized list of 

these outstanding loans. Without objection, I will request that that 
be inserted at this point in the record. 
_ Mr. Gary. Yes. I will request that a statement be prepared show- 
ing all of the outstanding loans, the amounts due thereon, their pres- 
ent status and such other information as may be helpful to the com- 
mittee with reference to this matter. 

Mr. Seasury. We do not have that information in that form at 
the moment, Mr. Chairman. 

Mr. Gary. Just insert it in the record. 

(The matter referred to follows :) 


36439—59—_6 
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TREASURY DEPARTMENT, RECONSTRUCTION FINANCE CoRPORATION LIQUIDATION 


FuND 


Summary of loans, securities, and commitments outstanding as of Dec. 31, 1958 








A 
| Outstanding, Dec. 31, 1958 
| 
} 





Total 


Government 
share 








Loans and securities: 
Business loans 
Se Tdi ob borkt padwn on pend Sep eepenineskbisnk minbe sees sinwbel 
Total loans and securities 
Commitments: 
Deferred participation: 
Undisbursed authorization 
Total commitments 


Total loans, securities, and commitments 


$35, 908, 306 
6, 283, 644 


$31, 959, 213 
6, 283, 644 





42, 191, 950 


38, 242, 857 





3, 663, 379 
761, 381 


3, 277, 136 
692'7 


, 788 





4, 424, 760 


3, 969, 924 





46, 616, 710 








42, 212, 781 
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Mr. Canrietp. That is all. 


CIVIL DEFENSE LOANS 


Mr. Passman. Mr. Seabury, you mentioned something about the 
civil defense program. Do you have any loans to municipalities un- 
der the civil defense program ? 

Mr. Seazury. No, sir, the only loans we have under the civil de- 
fense program are loans to hospitals. 

Mr. Passman. But none to municipalities? 

Mr. Seazury. That is right. 


RESULT OF RFC LENDING ACTIVITIES 


Mr. Passman. Going back to the discussion of the RFC, it operated 
actively for about 25 years ? 

Mr. Seasury. Yes, sir. 

Mr. Passman. And during that time it saved many insolvent busi- 
nesses, did it not? 

Mr. Seasury. Yes, sir. We think so. 

Mr. Passman. Repeating for the record, before you were eligible 
for a loan from RFC, you had to be turned down by all of the lend- 
ing institutions in your district. You first had to try to obtain the 
money from local lending institutions and when you failed, then you 
were eligible to apply to RFC; is that correct ? 

Mr. Seasury. That is correct in substance, as under its authority 
the RFC was not permitted to make loans if financial assistance was 
otherwise available on reasonable terms. 

Mr. Passman. During the 25 years of RFC’s operation, would it 
be beneficial for those who may want to look at the record in the fu- 
ture “ state the amount of money that was turned over during that 
period ? 

Mr. Seasury. Our lending program, the amount disbursed, aggre- 
gated some $9,391 million. 

Mr. Passman. That was loans, repayment and reloans out of the 
fund. That was the total ? 

Mr. Seazury. Total amount of loans authorized and disbursed. 

Mr. Passman. Taking the net earnings for the 25-year period, 
would you say the return was comparable to that of the large bank- 
ing institutions in America? 

Mr. Seazury. I am afraid, sir, I do not have information on that. 

= PassMAN. You have the total profits for the period, do you 
not ? 

Mr. Seasury. Yes, sir, but I do not have the figures of banks, so 
Tam not in a position to compare them. 

Mr. Passman. Would you mind inserting something in the record, 
if it is available, as to the net returns on some of the larger banking 
institutions in the country for any period you want to use? 

Mr. Seapury. Yes, sir. 

(The following information was subsequently supplied :) 

After giving this matter consideration, we are of the opinion that any net 
earnings figures for banking institutions available for insertion in this record 


would be of no real value for purposes of comparison with the indicated results 
of RFC lending activities. There are wide differences between the operations 
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of banking institutions and those of RFC. In addition to being deposit insti- 
tutions required to maintain certain specific reserves, banking institutions’ 
revenues are from various sources including interest and discount on loans, 
interest and dividends on U.S. Government obligations and other securities, 
service charges and fees on loans, service charges on depositors’ accounts, col- 
lection and exchange charges, and trust department fees and charges. Fur- 
ther, the net earnings of most banks for some years past reflect the effect of 
transfers to reserves for bad debts as permitted for income tax purposes. 
Revenues of RFC were obtained primarily from interest on loans made with 
funds obtained from the Treasury at interest rates representing the average 
cost of those funds to the Treasury. 


RFC NONLENDING ACTIVITIES 


Mr. Passman. Ordinarily we refer to the second phase of RFC— 
alcohol, appliance, and development of the synthetic rubber, as an 
outright war expense. Is that a proper description? 

Mr. Srazury. I think so, yes, sir; World War IT activities. 

Mr. Passman. The RFC was used because you had legislation and 
the law was broad enough that you could use the RFC as a lending 
agency to finance these war plants, which in reality were Government 

lants. 

‘ Mr. Seasury. And in addition, sir, we had a staff experienced in 
matters of making the disbursement of the funds and in making 
such collections, repayments as we could get in those activities. 

Mr. PassMan. But it is only fair that for sound accounting pur- 
poses and banking procedures that the second phase should 
not be charged against the RFC operation. Would that be an appro- 
priate and accurate statement ? 


Mr. Sreazury. I believe so, sir. The types of activities should be 
considered separately. 
Mr. PassMANn. Because it was in reality a war expense and should 
be —— as such ? 
E 


Mr. Seasury. I believe, sir, it was so recognized when the Con- 
gress approved the transfer of accountability for those activities from 
RFC, which was in 1947. 

Mr. Passman. Incidentally, the RFC was brought into being un- 
der a Republican administration. One of our great Presidents 
brought into existence the RFC. It certainly was not a party matter. 

Mr. Srapury. Yes, sir. 

Mr. Gary. If the gentleman will yield, in my judgment one of the 
greatest mistakes this Government has ever made was to abolish RFC 
and then set up in its place the Small Business Administration. If 
they had abolished RFC, period, that would have been all right, 
but since they at the same time set up an entirely new organization 
to finance small business loans, they could have just as easily amended 
the charter of RFC and given them the authority to do what the 
Small Business Administration is doing now. Then, instead of hav- 
ing to liquidate this RFC corporation, which is always expensive, we 
could have continued the organization and had an orderly process of 
liquidation of those loans in a going concern and could have saved 
the Government a lot of money in my judgment. 

Mr. Passman. I certainly concur with the remarks of the chair- 
man, 

Mr. Chairman, I think that is all. 
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TIME FACTOR IN LIQUIDATING LOANS 


Mr. Conte. Mr. Seabury, some of these loans to be liquidated, could 
you salvage some of these loans if you had a longer period of time? 

Mr. Sreazury. I don’t believe that the requirement of liquidation 
has had any effect upon our losses; although we are attempting to 
liquidate as quickly as possible, we are at the same time taking every 
possible action we can to collect the full amount of the loan. I am 
not certain I have answered your question. 

Mr. Conte. Take, for instance, Tex-Mass, which you mentioned 
earlier. They had a long period of time when they had oil leases. 
Could you not salvage a lot more out of that loan ? 

Mr. Seasury. No, sir. I don’t think so. It would take a lot of 
exploration and successful exploration, bien erga of new wells, new 
‘Ste wemigd to provide the income which will be needed to liquidate 
this loan. 

Mr. Conte. What kind of a security do you have on Tex-Mass? 

Mr. Seasury. We have all of the assets of the company, which 
are ap sata 4 their leases, their oil leases. 

Mr. Conte. Do you take in all of their assets? 

Mr. Searury. We took a lien on everything we could put under a 
mortgage of any kind, real or chattel. 

Mr. Conte. That isall. Thank you. 

Mr. Gary. Mr. Steed ? 

Mr. Sreep. No questions. 


UNDISBURSED AUTHORIZATION 


Mr. Atexanper. Mr. Seabury, do you have any undisbursed RFC 
commitments that are outstanding today ? 

Mr. Seanury. Yes,sir. We have one undisbursed commitment and 
that is on the Texas Consolidated loan, some $700,000. 

Mr. Atexanver. Has there been any change in your legal status in 
the last 12 months? 

Mr. Seasury. No, sir. We think we are in a position to cancel that 
at any time we think that is in the best interests of the Government, 
but we feel we should retain that undisbursed commitment in order to 
have funds available if some development occurs that we think 
will improve our chances of liquidating this loan. 

Mr. Atexanper. Do you think you can legally cancel it? Do you 
mean by that that you would have to pay the amount you are com- 
mitted to in order to do that ? 

Mr. Seasury. No, sir; I meant to cancel the undisbursed portion of 
the loan. We would no longer be committed to disburse that amount, 
but a portion of that $761,000, some $68,000, is cash which we hold in 
trust. It was put up by the participants, some 25 in number; and if 
we cancel this undisbursed portion of the loan, we will have to return 
that money to those participants and if some need then arose for funds 
we would not very likely be able to get them to put up their share 
again. 

CIVIL DEFENSE LOANS 


Mr. Arexanper. You anticipate that by the close of the fiscal year 
1960 that the amount of these loans will be reduced to $881,000 and 
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the deferred participation of $2,334,000. What do you figure the par- 
ticipated amount will be at the end of this year, 1959? 

Mr. Seanury. The amounts you speak of there are in connection 
with the civil defense program. 

Mr, ALtexanper. That is right, civil defense lending program. 

Mr. Seasury. The anticipated collections in fiscal 1959 are some 
$114,000 on the loans and $161,000 on the deferred participation com- 
mitments., 

Mr. Atexanver. Are your reductions coming along well? As I re- 
call last year we were told it would be about $1 million at the end of 
this year. Is that about what you would expect on the RFC? 

Mr. Seasury. On the RFC? 

Mr. Avexanper. In other words, are you coming along according 
to schedule and according to your predictions year by year? 

Mr. Srasury. Yes, sir. Actually, our collections through Decem- 
ber 31, 1958, on the RFC alone has run about 10 percent over our 
projection for fiscal 1959. 


NUMBER OF EMPLOYEES 


Mr, Atexanper. How many employees do you have working in or 
under the Office of Defence Lending ? 

Mr. Srazsury. The Office of Defense Lending has a total of 23 em- 

loyees. 
r Mr. Arexanper. Has that been reduced any in the last year or the 
last 2 years? 

Mr. Seasury. It has been reduced by two, I believe, in the past 18 
months. 

TERMINATION OF OFFICE OF DEFENSE LENDING 


Mr. Atexanper. Under the present setup how long do you think it 
will be necessary to continue the operation of the Office of Defense 
Lending? Is it anticipated it will just go on and on? 

Mr. Seasury. Unless there is some renewal of lending activity, the 
continuation of the organization would be related to the need, as 
shown by the remainder of the loans, the unliquidated loans. At 
present there are some $180 million of those loans outstanding, which 
certainly need careful attention. 

Mr. Atexanver. Under the present rate of diminution of the loans, 
at what point do you figure you will reach the point of diminishing 
returns to handle this as it is being handled today ? 

Mr. Srasury. Are you speaking of the entire office ? 

Mr. Atexanper. In the operation of the Defense Lending. 

Mr. Seasury. We project that through fiscal 1965 the loans being 
handled by the Office of Defense Lending, which includes all three 
categories, will be reduced to approximately $117 million, from a 
figure of some $264 million as of July 1, 1957, when the Office was 
established. Certainly, we think it will take a lesser force to service 
the reduced number and amount of loans, but those loans would still 
be producing a very substantial amount of income, which would more 
than cover any administrative costs. 

Mr. Arexanper. Certainly it would be more, but it would be a 
pretty high cost. 
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Mr. Srasury. That is right. The cost ratio is going to increase 
as our volume of business diminishes. 

Mr. Avexanper. Has there been any thought given to transferring 
this to possibly some other branch of the Treasury Department in 
order to decrease the cost ratio? 

Mr. Srapury. I am not aware of any, sir. It is my personal opinion 
that the administrative cost at the present is rather nominal and that 
that is likely to continue, with the force being reduced as our volume 
is decreased. The cost will be well controlled. At present it is about 
10 percent. The RFC portion is costing about 10 percent of the 
income. The 302 section would be substantially less than that ; maybe 
around 5 percent. 

I would like to explain that 4 of the 23 people are working solely 
on the preparation of the final report which will be submitted to the 
Congress on or before June 30, 1959, and those employees will then 
be terminated. Actually, there are only 19 of these employees working 
on these 3 programs, 

I understand Mr. Alexander’s question was directed at the Office 
of Defense Lending asa whole. 

Mr. Jounson. No. He wants to get at the operation of RFC. 


TERMINATION OF RFC ACTIVITIES 


Mr. Arexanper. Mr. Seabury, give us the picture on the actual 
closing out of the RFC, with particular reference to number of em- 
ployees, cost ratio with reference to that. Project your thinking in 
regard to how it will go along in the years to come. 

Mr. Seasury. Beyond the year 1960, Mr. Alexander, we have not 
attempted to project a reduction in personnel along with a reduction 
in the loan volume. My thinking is that there will be a further reduc- 
tion in the personnel as those loans are reduced and at some point, 
which may be that 1965 date which I mentioned when we expect to be 
down to a hard core of $10-million-odd of loans, representing about 
four loans, that may be the point of diminishing returns. 

Mr. Gary. Will you state for the record the statement just made off 
the record with reference to the personnel for the past year, this year, 
and the next year? 

Mr. Seasury. When the RFC assets were transferred to the Secre- 
tary of the Treasury as of July 1, 1957, there were a total of 40 em- 
ployees engaged in RFC activities, a number of whom were related 
to the winding up of the corporate affairs, other than the preparation 
of the final report. At the end of fiscal 1959, as of June 30, 1959, we 
estimate that there will be 12 employees engaged in the RFC activities, 
and at the end of fiscal 1960 we estimate a total of 8 employees. 

Mr. Avexanptr. For the record, will you state how many you have 
in RFC as of today ? 

Mr. Srasury. 14. 

Mr. Atexanper. That is all, Mr. Chairman. 

Mr. Gary. Are there further questions ? 

Thank you, gentlemen. The committee will recess until 2 o'clock 
this afternoon. 
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Turspay, JANuARY 27, 1959. 


' BUREAU OF NARCOTICS 


WITNESSES 


H. J. ANSLINGER, COMMISSIONER OF NARCOTICS 

HENRY L. GIORDANO, DEPUTY COMMISSIONER OF NARCOTICS 
WAYLAND L. SPEER, ASSISTANT TO THE COMMISSIONER 
EDWARD G. REES, BUDGET AND FISCAL OFFICER 


Program and financing 





























































1958 actual | 1959 estimate | 1960 estimate 
Program by activities: 
1, Administering and enforcing the Federal narcotic and 
PENNIES no nn we cn cincnas an aeencaur eda ae $3, 749, 506 $3, 991, 604 $4, 001, 824 
DT I oo a ean cd ccusccednneniwaneatwas 75, 599 77, 896 78, 176 
RN CN RUNOINN oe on Sep clenciewsenemcaoueeds 3, 825, 105 4, 069, 500 4, 080, 000 
Financing: 
Unobligated balance no longer available....-......-.....- DUNE osceua iccaa~cleayeweesase aes 
New obligational authority --_----.-----.------- ata 3, 845, 193 4, 069, 500 4, 080, 000 
New obligational authority: 
PIRES anc capeessweccmasanwacsde seeds 3, 845, 193 3, 780, 000 4, 080, 000 
Proposed supplemental due to pay increases. -.----...-.---]-------------- SE iiitiinemunevies 
Object classification 
1958 actual | 1959 estimate | 1960 estimate 
Total number of permanent positions_---.......-------------- 445 440 437 
Average number of all employees. .....--.------.-.-...--.---- 416 427 424 
Number of employees at end of year--.--..----.--.------------ 424 430 430 
Average GR grade ane SAlSty. «2s 3 co nde cecccsscacsccceel Gee $5, 628 8.3 $6,261 | 8.3 $6,381 
61 Personal services: 
PES NNO ionic cncanesnabacasetaumeuaian $2, 470, 569 $2, 670, 993 $2, 670, 088 
Other personal services... 005. cesncecccncsusne 254, 716 270, 647 281, 709 
"TOtG] DETEORAl SOT VION ...co 3 ocean ccccccssconeceuuces 2, 725, 285 2, 941, 640 2, 951, 797 
OD RA cian cedsddensanasnen cock mae, 222, 545 233, 260 233, 2! 
03 Transportation of things-- 4 20, 955 21, 000 21, 000 
04 Communication services... “ 92, 165 95, 000 95, 000 
05 Rents and utility services. -. 932 900 900 
06 Printing and reproduction... 9, 267 7, 500 7, 500 
07 Other contractual services. ----- " 7 173, 263 174, 300 174, 300 
ue | ee eee 121, 729 120, 800 120, 800 
RD TE BTN nits Si rcccmenecnkaccnascoutenen 276, 689 260, 000 260, 000 
tk | EER ee ee ee Sea ee 18, 508 20, 400 20, 400 
11 Grants, subsidies, and contributions..-..--....-..----..-- 147, 828 174, 300 174, 643 
13 Refunds, awards, and indemnities_-.....---.----.------.-- 15, 605 20, 000 20, 000 
es nc cncheninbebagdtadscetinadieneemenn 334 400 400 
FTE CUR soon cnintinscnnscscnneatancsanminscteasad 3, 825, 105 4, 069, 500 4, 080, 000 














Mr. Gary. The committee will come to order. 

We will consider this afternoon the request of the Bureau of Nar- 
cotics. At this point in the record we will insert a brief table com- 
paring the amount requested for 1960 with the amount appropriated 

or 1959. 








Appropriation, 1959_____ $3, 780, 000 
Total (including anticipated pay supplemental, 1959) -.-____..____ 4, 069, 500 
Estimate, 1960 4, 080, 000 
Increase over appropriation, 1959 300, 000 





Increase over total (including anticipated pay supplemental, 1959) _ 10, 500 





90 


SUMMARY JUSTIFICATION DATA 





We will insert at this point in the record pages 209 through 212 of 
the justifications. 
(The matter referred to follows :) 


SALARIES AND EXPENSES, BUREAU OF NARCOTICS 


Analysis of appropriation base for fiscal year 1960 


























Regular appropriation, 1959 act__ wtb $3, 780, 000 
Supplemental appropriation for 1959__ aa = Lee 
ceric ee CeO a |) a ee eee *3, 780, 000 
DUR ia tec cccus = None 
Additions: 
1. Administering and enforcing the Federal Narcotic 
een UN SIIBNINR “ONONG S86 see ees cam $294, 136 
2. Executive direction____-_ fe ee eee 5, 864 
OT ANNO ARO ao eee enn aees +300, 000 
Appropriation base for 1960__-_-_ 4, 080, 000 
Increase over appropriation base for 1960 wel epee 
Appropriation estimate for 1960 _.. 4,080, 000 
Increase or decrease from total appropriation, ~ 1959 asia es estas +300, 000 


1 Does not include anticipated supplemental for 1959 to cover cost of authorized pay 
increases. 


Comparison of appropriation base with appropriation estimate for 1960 





























Appropriation base Appropriation esti- Increase (+-) or 
for 1960 mate for 1960 decrease (—) 
Activity 
Average | Amount | Average | Amount | Average} Amount 
positions positions positions 
1. Administering and enforcing the s 
eral narcotic and mari- 
OOS pe ee 417 | $4,001, 824 tek OS Ok. | ae Sere 
2. Executive direction.--.....-_..--| 7 78, 176 7 ho, | ia eeerRerSrs 
Mee eee 424 | 4,080,000 SS Re, Cee 
Adjustments in base (net) ___....._- | Ba. sD Be cenncucloccccosmenes —3 | +$300,000 
Total appropriation, 1959 and | 
appropriation estimate for 
| 427 | 3,780,000 424 | 4,080, 000 -3 | +300, 000 











GENERAL STATEMENT 


The Bureau of Narcotics is charged with the investigation, detection and pre- 
vention of violations of the Federal narcotic and marihuana laws and related 
statutes including those sections of the Internal Revenue Code dealing with nar- 
cotic drugs and marihuana and the Opium Poppy Control Act of 1942. The 
Bureau administers the permissive features of the Narcotic Drugs Import and 
Export Act and together with the Bureau of Customs enforces the prohibitive 
features of the latter act. The Bureau cooperates with the U.S. Public Health 
Service in determining the quantities of crude opium and coca leaves to be 
imported into the United States for medical and scientific uses. The Bureau 
also cooperates with the Department of State in discharging the international 
obligations of this country in matters concerning the traffic in narcotic drugs 
and with the several States in suppressing the abuse of narcotic drugs and mari- 
huana in their respective jurisdictions. 
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In the United States, enforcement efforts are directed toward the suppression 
of the underworld traffic in narcotic drugs and marihuana and the elimination 
of major sources of supply. Internationally, the Bureau cooperates and works 
with foreign police agencies to reduce the flow of illicit narcotic drugs destined 
for the United States and to intercept large shipments of narcotics before they 
reach the United States. 

The principal sources of supply for illicit narcotic drugs since the end of 
World War II have been Communist China, Turkey, Syria, Lebanon, France, 
Italy, and Mexico. While efforts at the international level have been successful 
in reducing the supply of heroin from Europe and the Middle East, pure heroin 
continues to flow from Communist China into the United States via Hong Kong, 
British crown colony, as evidenced by large seizures of this heroin in various 
parts of the United States. 

There continues to be excellent cooperation between Federal, State, and 
municipal law-enforcement agencies in the exchange of narcotic law-enforcement 
information including the reporting of all known drug addicts. The names of 
47,907 addicts were recorded in the Bureau’s central index as of June 30, 1958, 
with heroin predominant as the principal drug of addiction. 

In the program of cooperation and assistance to the several States, concen- 
trated narcotic enforcement training courses are offered to State and local law- 
enforcement officers by the Federal Bureau of Narcotics Training School or- 
ganized under the provisions of the Narcotic Control Act of 1956. This train- 
ing program will be continued in our effort to assist the State and local govern- 
ments to increase the effectiveness of their enforcement staffs. 

The increased mandatory penalties for the illicit narcotic trafficker afforded 
by the Narcotic Control Act of 1956 continues as an important and effective aid 
in discouraging the illicit traffic in narcotic drugs and marihuana in the United 
States. For example, in the Todaro-Orlando conspiracy case described in the 
supporting statements, two of the defendants were sentenced to 40 and 43 years’ 
imprisonment, respectively, with the sentences of other defendants ranging from 
5 to 20 years. 

In 1960, as at present, enforcement efforts will be concentrated on the illicit 
narcotic traffic at the interstate and international levels, and the wholesale intra- 
state distribution. 

EXPLANATION OF LANGUAGE CHANGES 


There are no substantive changes in the language requirements for 1960. 


Analysis of appropriate base 


























Appropriation allo- Adjustments in Net change in base, 
cation for 1959 base increase (+) or 
decrease (—) 
Activity 
| 
Average | Amount Reduc- | Additions | Average | Amount 
positions tions positions 
1, Administering and enforcing the | 
Federal narcotic and mari- | 
PEE BEN cnn cacnaveuseumenen 420 | $3, 707, 688 |-..-...... | $204, 136 —3 | +$294, 136 
2. Executive direction. -..........-- 7 pk |) Se ee } ty Seen | +5, 64 
Total activities. ..........-.-- 427 | 3,780,000 |_......... | 300, 000 | —8 | +300, 000 
| 








Mr. Gary. We have with us this afternoon the Commissioner of 
Narcotics, who is always a welcome witness before this committee. 


AWARD TO DR. ANSLINGER 


We were told this morning, Dr. Anslinger, that in recognition of 
your outstanding service, notable contribution, and distinguished 
career in the Federal service, the National Civil Service League 
Award was granted to you by the Department, and I can assure you, 
sir, that I think I can speak for every member of this committee in 
saving we think that award was fully deserved and we are delighted 
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that your long and able service with the Government has been so 
fittingly recognized. 

Dr. Anstincer. Thank you, sir. 

Mr. Gary. We will be very glad to hear from you at this time, sir. 


GENERAL STATEMENT 


Dr. Ansuincer. Mr. Chairman and gentlemen of the committee, I 
am here today to present to you the budget request for the Bureau 
of Narcotics for the fiscal year 1960. This opportunity I always 
appreciate. 

The total appropriation requested to carry out the functions of the 
Bureau of Narcotics for the fiscal year 1960 is $4,080,000, an increase 
of $300,000 over the $3,780,000 appropriated for 1959. 

The increase of $300,000 for 1960 is the result of additional costs 
for personal services under the Federal Employees Salary Increase 
Act of 1958. We plan to discharge our responsibilities in 1960 with 
approximately the same number of agents as approved for 1959. 

The Bureau is engaged in the enforcement of the Federal narcotic 
and marihuana laws and related statutes involving the investigation, 
detection, and prevention. of the illicit traffic in narcotics. In the 
legitimate trade, the Bureau regulates the import, export, manufac- 
ture, and distribution of narcotic drugs for medical and scientific 
purposes and controls this trade to prevent civersions to illicit and 
abusive channels. 

In 1960, we will continue directing our efforts toward eliminating 
the major sources of illicit narcotic supplies by concentrating our 
resources on the highly organized gangs operating at the interstate 
and international levels. To eliminate these illicit traffickers and or- 
ganizations, it is necessary to develop broad and complex conspiracy 
cases involving all facets of the illicit narcotic traffic. Operating at 
these levels, fewer cases are made but we must apply extensive efforts 
over longer periods of time to develop and bring these cases to trial. 
This approach is showing the desired results by the importance of the 
violators arrested and convicted. 

Effective assistance to our enforcement efforts continues to be real- 
ized by the heavier penalties afforded by the Narcotic Control] Act of 
1956. These mandatory sentences are having their desired effects in 
discouraging the illicit traffickers in the United States. 

We are continuing our training program offering basic and ad- 
vanced narcotic enforcement training courses to State and local law 
enforcement officers at the Federal Bureau of Narcotics Training 
School in Washington, D.C., organized under the Narcotics Control 
Act of 1956. For the first 2 years’ operation, the school has graduated 
a total of 376 State, county, and city police officers including 7 of- 
ficers from Puerto Rico and 26 from foreign countries. Through 
this facility, the Bureau is able to give positive assistance to the several 
States and their local governments in the endeavor to suppress the 
abuse of narcotic drugs in their respective areas by increasing the 
effectiveness of their enforcement staffs. 

The Federal, State, and municipal enforcement bodies have co- 
operated in the reporting of all known drug addicts under the Nar- 
cotic Control Act of 1956. The careful screening of recent informa- 
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tion received against our prior accumulated records has enabled us 
to maintain a more realistic count of addicts, including their geo- 
graphic location and identifying the nature of their addiction. As 
of November 30, 1958, we had recorded a total of 45,692 known ad- 
dicts in the United States. The cooperation of the law enforcement 
organizations in the exchange of narcotic information has been ex- 
cellent. 

The Bureau has a staff of seven narcotic agents stationed abroad 
who work in unison with officials of other governments in the Near 
East and in Europe. Joint action in investigation and surveillance 
of international traffickers in these areas is responsible for the large 
seizures of contraband narcotics before and after consignment to the 
United States. In addition two clandestine laboratories were closed 
during the fiscal year 1958. 

Our current addict records show the number of addicts steadily but 
surely declining, and reports received reveal that their addiction ap- 
pears to be less severe. This would indicate that the supply of nar- 
coties in the United States is not plentiful. We must not relax, how- 
ever. Much is to be done to solidify the present picture and make 
further gains in stamping out the large-scale illicit traffickers at the 
international and interstate levels before we can attain a minimum 
of addiction. 

The Bureau since inception has operated with a very limited force 
of narcotic agents. However, we feel that with the added advantages 
of the Narcotic Control Act of 1956, we can satisfactorily discharge 
ow responsibilities during 1960 with our present agent force. 


IMPORTANT CASES 


There is attached a list of geographical location of the more im- 
portant cases completed for the calendar year 1958, for your informa- 
tion. 

Mr. Gary. Without objection the attachments will be included in 
the record at this point. 

(The matter referred to follows :) 


IMPORTANT NARCOTIC CASES, JANUARY 1 TO AvGustT 31, 1958 


(See supplement (following) for September to December cases) 


NEAR EAST 
Turkey 

On March 8, 1958, at Istanbul, Turkey, Turkish police arrested Mehmet 
Karaata and Abdullah Keles and seized six kilograms of morphine base which 
Karaata had brought to Istanbul to deliver to an “Italian customer” (a U.S. 
undercover narcotic agent). Prior to the arrests of Mehmet Karaata and 
Abdullah Keles, Karaata had permitted his clandestine chemist, Nuri Oven 
(secretly working for the Isanbul police), to deliver a 1-kilogram sample of 
the morphine base in Istanbul. After arresting Karaata and Keles, the Turkish 
police went to Usak, Turkey, where they found complete laboratory equipment 
in Karaata’s residence. About 14 miles away they found the farm where Oven 
had manufactured the morphine base. The owner of the farm, Mehmet 
Hekimoglu, was also arrested when he was unable to explain the presence of 
remnants of laboratory equipment. 


Syria-Italy 

On April 22, 1958, Italian authorities arrested Mohamed Asghar, Pakistani, 
and Mohamed Kazara, Syrian, upon delivery to a U.S. undercover narcotic agent 
at Rome, Italy, of 8 kilograms of morphine base. 
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Another undercover U.S. narcotic agent had negotiated with Naji El Serouji 
in Aleppo, Syria, since February. During March, the agent and Hl Serouji 
negotiated by cable, and El Serouji said that his representative would be in 
Rome with 10 kilograms of morphine base for sale. When Asghar arrived in 
Rome, a price was agreed on. Before delivery, however, Asghar was called 
back to Istanbul for instructions. Later when Asghar and Kazara arrived in 
Rome with the contraband, they were arrested. 


Lebanon 


On May 2, 1958, Lebanese police arrested Joseph Amin Youssef Iskandar and 
seized some 1,300 grams (almost 46 ounces) of heroin which he was about to 
deliver to undercover agents. 

This case began in April, when three young Afghan customs officers fresh 
from a period of training in the United States, which included attendance at 
the Federal Bureau of Narcotics Training School, stopped at the Beirut branch 
office for a few days of additional training. Under the general direction of a 
U.S. narcotic agent, the three got in touch with several people selling narcotics 
and were eventually brought to the leader of the gang, one Antoine Harrouk. 
Harrouk and Iskandar agreed to sell the officers 1,300 grams of heroin. Arrange- 
ments were made with the Lebanese customs officers to take part in the affair, 
and as Iskandar was about to deliver the heroin, he was arrested by the 
Lebanese officers. The three Afghan customs officers were Messrs. Ikramuddin, 
Sidiqi, and Shair-Khan. 


ITALY 


On January 27, 1958, an undercover U.S. narcotic agent purchased a kilo- 
gram of heroin from Vito Badalamenti and three other Sicilian traffickers at 
Palermo, Italy. Thereafter numerous attempts were made to place a large 
order with the traffickers; the plan was to arrest them upon delivery of a large 
order. From March 10 to March 16, U.S. narcotic agents and Italian authori- 
ties tried to locate the four defendants and to bring the case to a conclusion 
with a seizure, if possible. The defendants could not be located. 

On June 3, 1958, a U.S. narcotic agent and several Italian police officials went 
to Palermo to make another attempt to locate the four traffickers. ‘Italian au- 
thorities ultimately arrested Vito Badalamenti, Maria Badalamenti and Cesare 
Badalamenti. Two other defendants were identified but not arrested: Calogero 
Di Maggio and Calcedonio Di Pisa. 

This case began in June 1957 when an undercover narcotic agent began 
negotiations with Giuseppe Badalamenti, noted Mafia leader and chief of a 
gang which smuggled heroin and aliens into the United States. As a result 
of complications of Asiatic flu, Giuseppe Badalamenti died on December 20, 
1957, and negotiations were continued with the brother Vito. 


UNITED STATES 
New York City 


On January 23, 1958, U.S. narcotic agents in New York City conducted a 
series of raids which resulted in the arrests of James Massi, Emilio D’Aria, 
Ignazio Orlando and his parents, Mr. and Mrs. Lorenzo Orlando of Nassau 
County, Long Island, Joseph LoPiccolo and a Corsican seaman, Charles Leca. 
who had entered the United States illegally. At the Orlando residence agents 
found a cache of 9 kilograms of heroin and approximately 1% pounds of smoking 
opium. 

The raids were triggered by the arrest, on January 23, 1958, of James Santore 
and Peter Casella in the Camden, N.J. area by U.S. narcotic agents from the 
Philadelphia office. Approximately 5 kilograms of heroin and 50 ounces of 
smoking opium were seized. 

Two days earlier, U.S. narcotic agents in New York City had observed Ignazio 
Orlando make a delivery of narcotics to Anthony Napolitano. In the early 
hours of January 22, 1958, agents arrested Nicholas Narducci and Anthony 
po ag and seized approximately 3 kilograms of heroin wich Orlando had 

elivered. 


At the LoPiccolo apartment among other papers was found the passport of 
one Vincent Todaro of Fairfax, Va. The information was quickly relayed 
to the Washington office of the Bureau of Narcotics, and U.S. narcotic agents 
and Virginia police arrested Mr. and Mrs. Vincent Todaro, Fred Giammona 
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(later released) and George J. Nobile (Noble). Mr. Todaro and Noble were 
arrested in an automobile on their way to New York with 54 pounds of smok- 
ing opium, which had been prepared at the Todaro residence. 

Frauk Malfi, associate of Santore, was also arrested on January 23, 1958. 
Another associate, Frank Valli of Philadelphia, was arrested on February 2, 
1958, after having been a fugitive for about 10 days. : 

This case began in March 1957 with the purchase of about 6 ounces of 
heroin by two undercover narcotic agents from James Santore in the Phila- 
delphia area. 

On July 3, 1958, Judge Gregory F. Noonan, southern district of New York, 
meted out the most severe sentences ever given in that court for sale of heroine; 
Peter Casella was sentenced to two terms of 20 years to run consecutively for 
a total of 40 years; Santore was sentenced to 20 years to run consecutive to the 
23-year sentence he had received earlier. 

On February 5, 1958, Tom Yee Hem, alias Tom Toy, was arrested in New. 
York City as he was about to deliver approximately 1 pound of high-grade 
heroin to an undercover narcotic agent. Tom had previously furnished a small 
sample of heroin to the agent. 

On February 6, 1958, U.S. narcotic agents arrested Lee Wan Nam, Scheck 
Hom, Chin Yu Scheung, and May Moy in New York City and seized from May 
Moy’s apartment almost 18 ounces of high-grade heroin. 

On February 7, 1958, narcotic agents in New York arrested Joseph Altimari, 
who had been a fugitive since April 1957, after he had sold 4 ounces of heroin 
to an undercover narcotic agent. Altimari’s criminal record dates from 1926 
and includes an arrest for armed robbery and for sale of narcotics. 

On February 11, 1958, Federal narcotic agents and New York City police 
arrested Deedy McIntyre and seized from him 21 ounces of heroin. Informa- 
tion had been received that Deedy McIntyre had a cache of narcotics. Late in 
the evening of February 10, he was detained by officers at a location that he 
frequented. A search of his person proved negative except for an address on 
West 108th Street. He was released and followed. At about 1 a.m. on Feb- 
ruary 11, he was observed coming out of a building at West 108th Street carry- 
ing a valise. He was again detained, the valise was searched, and the 21 
ounces of heroin were found. 

Early in January 1958, a U.S. narcotic agent working in the Middle East 
learned that a shipment of more than a kilogram of heroin had been sent to 
New York by one Aziz Abou Zeid. The courier was alleged to have been Mrs. 
Sadie Harraka of Brooklyn, N.Y. Arrangements were made for an agent in 
New York City to communicate with Mrs. Harraka, later identified as the 
wife of Bashir Ajjan. 

Mrs. Harraka arranged to have the agent meet Bashir Ajjan, of Paterson, 
N.J., who said that he had a kilogram of heroin for sale. He gave the agent a 
sample, and said that if all went well for this sale, they would be able to do 
big business in the future, because he could import 5 kilogram lots of heroin. 
He agreed to deliver a kilogram of heroin to the agent for $25,000. 

On February 14, 1958, the agent met Ajjan and his son, George, in New York 
City, arrested them and seized 33 ounces of heroin. A search of the Ajjan house 
in Patterson disclosed an additional 3 ounces of heroin. The actual courier was 
found to be Abdeul Rahman Zein, who was arrested on February 24, 1958. 

On February 20, 1958, Federal narcotic agents arrested Ronald Morrison and 
Thomas Simmons in New York City and seized from Morrison approximately 
111% ounces of heroin. Morrison and Simmons had made three previous sales of 
heroin (totaling more than 4 ounces) to an undercover narcotic agent. 

During February 1958, Paul Capalbo sold 1714 ounces of almost pure heroin to 
an undercover narcotic agent in New York City. On February 21, 1958, he was 
arrested in San Francisco, Calif., as were his associates, Alfred Sacco and 
Archangelo Noia, who had just arrived by air from New York City with a quan- 
tity of alleged heroin. The three were held on a New York warrant. On March 
7. 1958, Federal narcotic agents in New York City arrested Joseph Barra, 
Thomas Grieco, and Rocco Mazzie, associates of Paul Capalbo. Another asso- 
ciate, Dominick Marcone, had been arrested in New York on February 24. 

On March 14, 1958, agents of the New York office of the Bureau of Narcotics 
arrested Ignazio Marchese ‘at his home in Ansonia, Conn. Marchese had made 
two sales totaling 34 ounces of almost pure heroin in February and March to 
an undercover narcotic agent. He refused to give any information about his 
source of supply. 
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On March 25, 1958, New York agents of the Bureau of Narcotics arrested An- 
thony Ossite and seized from him 1 pound 11 ounces of opium. Ossite had pre- 
viously given an undercover agent a small sample of the opium. At the time 
of his arrest, Ossite had a loaded .32 Walther automatic in his belt. 

At New York City, on April 9, 1958, Federal narcotic agents arrested Pang 
Jang Hong alias Benny Fung and Pasquale Cuomo and seized approximately 
18% ounces of heroin and 814 pounds of crude opium. During the month of 
March, Pang Jang Hong had sold about 1% ounces of heroin to an undercover 
narcotic agent; Cuomo was the source of supply. A third defendant, Atan Bin 
Rejab, who had introduced Pang Jang Hong to the undercover agent in order 
to make a narcotic transaction, was arrested on April 14, 1958. 

On April 18, 1958, U.S. narcotic agents arrested Augustus Franks and Arthur 
Ladson in New York City after they delivered 6 ounces of heroin to an under- 
cover narcotic agent. The two defendants had made several sales of heroin to 
the agent during March and early April. 

On April 23, 1958, U.S. narcotic agents in New York City arrested Frank 
Sirico, Joseph Bove, Daniel Nigro, and Mary Condoluci. At the time of the 
arrest, Nigro had just delivered 571% ounces of heroin to an undercover narcotic 
agent who handed Nigro an envelope containing shredded pieces of newspaper. 

This investigation began in March 1958, and included four sales of rather low- 
grade heroin totaling about 24 ounces. Sirico and Bove are considered to be 
major traffickers. 

On May 1, 1958, in New York City, Federal narcotic agents assisted by customs 
agents and New York City police arrested Yu Hong Ting and his wife, Leung 
Tam Yung Ting, in their curio shop. <A thorough search of the shop disclosed 
50 ounces of almost pure heroin inside novelty pillows in a large tea container. 
As the officers were taking Yu Hong Ting to his apartment nearby, they seized 
an additional 1144 ounces of heroin which he dropped onto the street. At the 
apartment 15 ounces of heroin were seized, along with a large quantity of para- 
phernalia for mixing and packaging the narcotics. Analysis of the heroin by a 
Government chemist indicates that it comes from Communist China. 

On May 19, 1958, at New York City, Vito Panzarino and Frank Casomino 
were arrested by Federal narcotic agents for sales of heroin. On April 9, 

2anzarino had sold 1 ounce of heroin to an undercover agent: on April 22, 
Panzarino had sold the agent another 5 ounces of heroin. Renato Croce, as- 
sociate of Panzarino, had sold 5 ounces of heroin to the agent on May 7. Ar- 
rangements had been made for delivery of a quarter kilogram of heroin on May 
15, but Panzarino and Croce became apprehensive, and the delivery did not take 
place. Croce surrended to narcotic agents on May 21, 1958. 

On June 10, 1958, Federal narcotic agents in New York City arrested Pete 
Blackwell, John Meyers, and Charles Williams, as Blackwell was about to de- 
liver heroin to an undercover narcotic agent. Officers seized 7 ounces 146 grains 
of heroin. An undercover agent had previously purchased a total of about 514 
ounces of heroin during a 3-month period. 

On June 18, 1958, agents of the New York office of the U.S. Bureau of Nar- 
cotics and New York City police arrested one James Belton and seized about 
6 ounces of high-grade cocaine and 5 ounces of marihuana. 

On July 7, 1958, a Federal grand jury in New York City returned an indict- 
ment naming 37 defendants in a gigantic conspiracy to violate the Federal nar- 
eotic laws. 

The conspiracy, which began in 1954, involved the smuggling of heroin in 
kilogram lots from Europe to the United States via Cuba. The drugs were 
brought to New York and distributed in kilogram quantities to Cleveland, Chi- 
cago, Philadelphia, Las Vegas, and even Los Angeles. It has been estimated 
that this group handled at least 100 kilograms of heroin. 

During June, 21 defendants were arrested in this conspiracy, including Benja- 
min Levine, Salvatore Santore, Natalie Evola, Rocco Mazzie, Joseph Vento, Louis 
Fiano, Daniel and Nicholas Lessa, and others. Seven other defendants were al- 
ready in custody of authorities. 

On July 3, 1958. narcotic agents arrested Joseph DiPalermo, a defendant in 
this case. who had been a fugitive since his indictment in another narcotic case 
in 1957. 


On July 7, 1958, narcotic and customs agents arrested three important de- 


fendants not previously named: Vito Genovese, reputed leader of the Mafia, 
Vincent Gigante, and Carmine Polizzano. 

Three defendants are fugitives: John Ormento, Carmine Galente, and 
Joaquin Corbo Cordova. 
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John Ormento, Natale Evola, and Vito Genovese took part in the meeting of 
the Mafia at Apalachin, N.Y., in November 1957. 

On August 27, 1958, Federal narcotic agents in New York City and New York 
City police arrested three Chinese seamen and seized approximately 25 pounds 
of crude opium. Kuk Kwan Sui of San Dung, China, Chan Chinung -of- Foo 
Chow, China, and Yung Tse Yung of Ning Poo, China, seamen aboard the SS 
Oriental Star, which arrived in Baltimore, Md., on August 22, 1958, readily 
admitted that while in Calcutta, India, they pooled their money and purchased 
the opium. They said that when they arrived in Baltimore, they left the ship 
with the opium taped to their legs and took a bus to Chinatown in New York 
City, where they hoped to be able to dispose of it. 

On August 29, 1958, agents of the Bureau of Narcotics and customs agents 
arrested Rene Ramirez in New York City and seized approximately 1214 ounces 
of heroin and 5 ounces of procaine, a synthetic narcotic. Paraphernalia for 
mixing and packaging narcotics were also found in Ramirez’ apartment. 
Ramirez said that his source of supply was a Greek seaman. 


Detroit, Mich. 


Information was received in thee Detroit office of the Bureau of Narcotics that 
Devoda Daniels, a known narcotic violator, was engaged in wholesale traffic in 
Detroit’ ahd was making periodic trips to Chicago where he would obtain pure 
heroin; when he returned to Detroit, he would adulterate and sell it. On July 
8, information was received that Daniels was about to return from Chicago with 
a large quantity of narcotics. The Michigan State Police were alerted; they 
successfully apprehended Devoda Daniels and Florence Elizabeth Landon and 
seized approximately 5 ounces of heroin from Florence Landon. Daniels ad- 
mitted ownership of the narcotics. 


Chicago, It. 


On January 9, 1958, Roberto Rodriguez was arrested at Chicago, Ill., after he 
delivered 6 ounces 314 grains of cocaine to an undercover narcotic agent. 
Earlier that day Rodriguez had given the undercover agent a sample of 18 
grains of the cocaine. An additional grain of cocaine was found during a per- 
sonal search of Rodriguez, who said that his source of supply was in Mexico. 
He would give no further information. 

On May 12, 1958, in Federal court at Chicago, Ill., Rodriguez was sentenced 
to 10 years in Federal prison. 

On February 11, 1958, narcotic agents and Chicago police arrested Harold 
Johnson, John Hopkins, and Juanita Warren and seized approximately 11% 
ounces of high-grade heroin from them. The seizure was based on information 
received at the Chicago office of the U.S. Bureau of Narcotics. Johnson is well 
known as a major narcotic violator on the west side of Chicago and has been 
hamed as the source of supply in several previous narcotic cases. 

On April 8, 1958, Harry Schennault sold to a special employee of the Chicago 
office of the Bureau of Narcotics 411 grains of good quality heroin. On May 
30, 1958, he was arrested by Federal narcotic agents. 

Schennault is one of the largest distributors of illicit drugs in the city of 
Chicago. He is known to be the source of supply in more than 150 narcotic 
cases. It has been practically impossible to obtain evidence against him up to 
this time, as he is extremely cautious about handling drugs. 


Missouri 


On August 7, 1958, U.S. narcotic agents and local police arrested Jack R. 
Clayton, at Joplin, Mo., where he was visiting relatives, and charged him with 
Violation of the Federal narcotic laws. 

For about 7 years, Clayton had been selling high-grade heroin in ounce 
lots, as well as other narcotics, to a select group of addicts in Texas, Arkansas, 
Florida, and Tennessee. Some of these addicts were wealthy persons already 
obtaining drugs through illicit channels. 

Although he had no regular legitimate employment since 1951, Clayton lived 
comfortably with his wife and children in a ranch-style house in a secluded area 
Near Blue Springs, in Missouri. Attached to his house was a nearly completed 
hangar which Clavton had built for his 1948 Beechcraft Bonanza airplane. 
When the weather was cleat’, Clayton would fly to Chicago, where he-obtained his 
harcotics, and wou'd return to the private landing strip at his house. - Authori- 


ties seized the airplane, which had also been used to make deliveries of narcotics 
to other cities, 





98 





California 


On February 19, 1958, at Los Angeles, Calif., U.S. narcotic agents and local au- 
thorities arrested Raymond Eras, Teodoro Navarro Martinez, and Richard Vil- 
lareal and seized 100 pounds 11 ounces of marihuana. Eras admitted that the 
marihuana had been smuggled from Mexico, but he would give no further in- 
formation. John Pena Alejo, an associate of Eras was arrested on February 27, 
1958. A preliminary sale of 41% pounds of marihuana had been made by Eras 
and Alejo to an undercover agent on February 17, 1958, at Los Angeles, Calif. 
Eras pleaded guilty, and claimed that the other defendants knew nothing of the 
marihuana transaction. Eras was sentenced to 5 years in prison on April 28, 
1958 ; the other defendants were acquitted. 

On March 138, 1958, U.S. narcotic agents and California authorities arrested 
Michele Marchese and Jesse Marvin Delbono and seized approximately 32% 
ounces of heroin which Marchese had delivered. Officers later proceeded to Del- 
bono’s where they found almost 3 ounces of heroin and some packaging 
equipment. The arrests and seizures climaxed 3 months of investigation, during 
which time Marchese made 2 sales totaling about 4 ounces of good quality heroin. 

On April 8, 1958, at Los Angeles, Calif., U.S. narcotic agents and local authori- 
ties arrested Edward J. Mora, Edward A. Bombino, and William R. Bombino 
and seized 173%4 pounds of marihuana which had been smuggled from Mexico. 
On March 7, 1958, Edward A. Bombino had made a sale of 44%4 pounds of mari- 
huana as a sample to an undercover narcotic agent. 

The source of supply for the three was Urvano Siquieros-Cuervo, alleged to 
be one of the most important wholesale marihuana dealers in Tijuana, Baja 
California, Mexico. 

On May 14, 1958, Federal narcotic agents at Los Angeles, Calif., arrested Louis 
Fiano, alias Louis Friedman, after an undercover investigation that lasted about 
8 months. On April 7th, Fiano had sold 17 ounces of pure heroin to an under- 
cover narcotic agent. Fiano was described as one of the most important narcotic 
dealers in Los Angeles. Fiano was also involved in a New York narcotic con- 
spiracy case (see above). 

On May 21, 1958, at Los Angeles, Calif., Federal narcotic agents assisted by 
local authorities arrested Leonard Saldana and Albert Arroyo Palomino and 
seized about 11 ounces of heroin which Saldana was about to deliver to an un- 
dercover narcotic agent. Officers took Albert Palomino back to his residence, 
where they seized an additional 10 ounces 358 grains of heroin. Saldana had 
previously made several sales of heroin totaling about 4 ounces to the undercover 
agent. Saldana obtained his heroin from Palomino, but Palomino claimed that 
he was unable to identify his source. 

On June 3, 1958, Miguel Hogan Falcon was arrested by narcotic agents at Los 
Angeles, Calif., as he attempted to deliver 4 ounces 75 grains of amidone. a 
synthetic narcotic, to an undercover narcotic agent. Falcon had previously sold 
more than an ounce of heroin to the agent. 

According to Falcon, the amidone was obtained from one Vicente of Tijuana, 
Beja California, Mexico. 

Oregon 

On April 28, 1958, at Portland, Oreg., Jung Jim was arrested by Federal nar- 
cotiec agents after he sold 340 grains of smoking opium to an undercover narcotic 
agent. 

Jung Jim had made sales of more than 5 ounces of heroin and 388 grains of 
smoking opium to undercover narcotic agents both in Portland and in Los Angeles, 
Calif., in a 2-month period before his arrest. 

‘ Jung Jim said that the narcotics had come from Hong Kong, British Crown 
olony. 


SUPPLEMENT 
IMPORTANT Narcotic CASses, SEPTEMBER 1, 1958—-DEcEMBER 31, 1958 


EUROPE 


France 


On November 6, 1958, at Marseilles, France, the French authorities arrested 
Antoine Maestracci as he was about to deliver 44 kilogram of heroin to an 
undercover U.S. narcotics agent. Maestracci had furnished the agent a 5-gram 
sample of good quality heroin the previous day. 
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UNITED STATES 
New York City 

During September 1958 information was received by agents of the New York 
City office of the U.S. Bureau of Narcotics that William Rovira, notorious 
wholesale trafficker in heroin and cocaine in the East Harlem area, and Jose 
Montalvo were going to pick up a large quantity of narcotics. 

Round-the-clock surveillance was maintained on Rovira, his wife Rose, and 
Montalvo. As a result, narcotics agents arrested the three on September 19, 
1958, and seized 13 ounces of high-quality heroin. 

On September 4, 1958, agents of the New York office of the Bureau of Nar- 
cotics arrested Cle Martin and John Samuel Smalls and seized 8 ounces of 
heroin from Smalls’ apartment. Martin and Smalls had previously sold 4 
ounces of heroin to an undercover narcotic agent. A third defendant was a 
fugitive for a time, but was later identified as Bertha Blanding; she was also 
arrested. 

On September 10, 1958, an agent of the Bureau of Narcotics received informa- 
tion, while working undercover, that one James Arvanitis was attempting to 
sell 2 pounds of opium. Arrangments were made to purchase the opium, and 
when Arvanitis attempted to deliver it to an undercover agent, the agent ar- 
rested him and seized the opium. Arvanitis admitted during interrogation that 
the opium had been given to him to sell by Detective Stanley Weiner of the 
New York City Police Department. Upon being questioned, Weiner admitted 
having taken the opium from the 25 pounds which had been seized from Kuk 
Kwan Sui by Federal narcotic agents and police. Weiner was arrested and 
charged by the New York police. 

On October 15, 1959, Federal narcotic officers arrested Joseph DeMarco, 
Victor Disarro, Nicholas Vento, Charles Scotti, Anthony Manzari, and Nicholas 
Martello. Narcotic agents had been investigating this group of traffickers for 
4 months. During the investigation the defendants sold % kilogram of high- 
grade heroin to an undercover agent. DeMarco was an important maffia nar- 
cotiec distributor in New York City. 

On November 22, 1958, the body of Joseph DeMarco was found in a stolen 
car in Queens. He had been shot to death, then stabbed 42 times. 

In the latter part of July 1958, an undercover agent from the New York office 
of the Bureau of Narcotics was introduced to Richard Carrillo and his wife, 
America, and arrangements were made for a purchase of heroin. On July 30, 
1958, the agent purchased 1 ounce, 103 grains of heroin. During August and 
part of September the agent was unable to locate Carrillo, but in late Septem- 
ber the agent met Carrillo and arranged to purchase 5 ounces of heroin. Due 
to a misunderstanding of the location of delivery, no purchase was made. On 
October 28, 1958, the agent again placed an order for 5 ounces, and Carrillo 
was arrested as he was about to deliver the heroin. A total of 8 ounces of 
heroin was seized from Carrillo. Surveillance during the delivery suggested 
the location of the cache of narcotics, and a thorough search of the location 
revealed an additional 8 ounces of heroin. 

On November 13, 1958, Federal narcotic agents in New York City arrested 
James D. Williams, Joseph Hargett, and Maria Gunzales. Agents seized 6 
ounces of heroin from James Williams who had been ready to make a delivery 
to an undercover narcotic agent. Williams had sold about 1% ounces of very 
good quality heroin to the undercover agent on July 29, 1958, and the agent 
had placed an order for an additional 15 ounces. 

On November 25, 1958, Federal narcotic agents and New York City police 
arrested Emilio Stabile and seized about 8 ounces of heroin found in his 
apartment. Stabile was the source of supply for several important heroin 
peddlers, including Willie Rovira (see above). 

On November 26, 1958, Federal narcotic agents and New York City detectives 
arrested Juan Serrano, Harry Cora, and Victor Martinez and seized approxi- 
mately 614 ounces of heroin which Martinez was about to deliver to an under- 
cover narcotic agent. The investigation of Serrano and the other defendants 
began on August 19, 1958, when Serrano sold an ounce of high-grade heroin 
to the undercover agent. On August 28, 1958, Serrano sold another ounce of 
fe quality heroine to the undercover agent, who then placed an order for 

ounces. 

On December 20, 1958, narcotic agents of the New York office of the Bureau 
of Narcotics arrested Sylvio Pietranico and seized from him approximately: 25 
ounces of heroin. This case had begun on October 14, 1958, with the purchase 
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from Pietranico of 1 ounce of very good quality heroin by an undercover nar- 
cotic agent. An associate of Pietranico, one John Eugene Jones, had been ar- 
rested by narcotic agents on November 13, 1958, when they seized from Jones 
approximately 1 ounce of good quality heroin. 


Chicago, Ill. 


On October 28, 1958, in Federal court at Chicago, Ill., Harry Schennault, 
notorious narcotic trafficker, was sentenced to 10 years in a Federal peniten- 
tiary for illicit sale of almost an ounce of heroin to a special employee of the 
Bureau of Narcotics in April 1958. 

After the arrest of Schennault on May 30, 1958, the special employee and his 
family received warnings not to testify against Schennault. 

On September 30, 1958, the special employee was wounded by a shotgun blast 
in the side; as a result he may lose one arm. He was placed under protective 
police guard in the hospital and at home while recovering. 

On October 29, 1958, Federal narcotic agents arrested Forrest Tavernier at 
Lowell, Ind., as he signed for a money order from Titus Samuel Critcher, to 
whom Tavernier had sold approximately $5,000 worth of contraband narcotics 
within the previous 8 months. 

Titus Critcher had been arrested by Federal narcotic agents in Everetts, N.C., 
as he accepted delivery of narcotics mailed to him by Tavernier. Both de- 
fendants had been under constant surveillance by narcotic agents for several 
weeks. 

On November 20, 1958, Federal narcotic agents at Chicago, Ill, arrested 
Ardessa Sanders and Matthew Smith as they were about to deliver 10 ounces 
of heroin to an undercover narcotic agent. A subsequent search of Ardessa 
Sanders’ house revealed an additional 2 ounces of heroin, which officer seized. 
On August 15, 1958, Sanders had made a sale of more than 2 ounces of heroin 
to an undercover agent; on August 27, she had sold more than 3 ounces of very 
good quality heroin to the same undercover agent. 

On November 21, 1958, Federal narcotic agents broke up an important inter- 
state narcotic ring with the arrests in Chicago of John Dispensa, Morris 
Rosengard, and Phillip Vittoria. In New York City, Federal narcotic agents 
arrested Nicholas Esposito, .Dominick. Gentile, and Saverio..Schifano... These 
traffickers, under surveillance since February 1958, had made several sales of 
good quality heroin to undercover narcotic agents. Enforcement officials esti- 
mated that the ring handled about 300 ounces of pure heroin a year. 

On December 31, 1958, Federal narcotic agents in Chicago arrested John 
Edward Brown and seized approximately 16 ounces of heroin from him. 

Another cache was seized when Federal narcotic agents in Chicago arrested 
Earthie Lee Grace on December 12, 1958, and seized from her apartment 3 
ounces of heroin, 1 ounce of cocaine, and 7 fluid ounces of heroin which she 
was attempting to destroy. Officers believe that she was successful in destroy- 
ing about 30 ounces of heroin. 

Detroit, Mich. 

On December 3, 1958, Federal narcotic agents and local police at Detroit, 
Mich., arrested Anderson Watkins, Jr., and Betty Ann Holmes and seized ap- 
proximately 7 ounces of heroin. Watkins was known to be a wholesale supplier 
of narcotic drugs in Detroit. 


New Orleans, La. 

On November 20, 1958, Federal narcotic agents and local authorities in New 
Orleans ‘arrested some 28 defendants who were charged with violation of the 
Federal narcotic laws. Some of the more important narcotic peddlers arrested 
were Walter Sears, J. B. Turner, Clarence Williams, James Smith, and Henry 
Diggs. Several small seizures of heroin were made during the arrests, which 
were the climax of several months of undercover investigation by Federal 
narcotic agents. 


California 

On. September 15, 1958, in Federal court at Los Angeles, Calif., Miguel 
Ramirez Moran, a citizen of Mexico, was sentenced to 35 years in a Federal 
penitentiary for violations of the Federal narcotic laws. Ramirez had been 
arrested in May 1958 by officers who seized approximately 31% ounces of heroin 
Prior to his arrest Ramirez had made sales totaling about 2 ounces of heroin. 

Ramirez had a previous conviction for violation of the Federal narcotic laws, 
as well as a lengthy record of arrests dating back to 1931 for robbery, burglary, 
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rape, kidnaping, and State narcotic violations. He had also been deported to 
Mexico and had reentered the United States illegally. 

On October 7, 1958, Federal narcotic agents at Los Angeles, assisted by local 
officers, arrested Celestino Briones, Anthony Caudillo, Jr., and Gerardo Perez 
and seized 9914 ounces of heroin, which the traffickers were about to deliver to 
an undercover narcotic agent. The violators, aided by Joe Trujillo, had previ- 
ously sold approximately 35 ounces of heroin and about 4 pounds of marihuana 
to the undercover agent. Investigation of this case began on July 18, 1958, with 
the arrest of Trujillo by the Los Angeles Sheriff’s Department. 

On November 19, 1958, Federal narcotic agents at Santa Susana, Calif., and 
local authorities arrested Epifanio Elias as he was about to deliver 5144 ounces 
of heroin to an undercover narcotic agent. His brother, Nino Elias, was ar- 
rested by Federal narcotic agents about an hour later in possession of about 6 
ounces of heroin. Epifanio Elias had made two previous sales of heroin totaling 
about an ounce and a half to an undercover agent. 

On December 9, 1958, Federal narcotic agents at Los Angeles arrested Sal 
Greco and seized from him approximately 30 kilograms of marihuana which 
Greco was about to deliver to an undercover narcotic agent. Customs officers 
and local police assisted. 

On December 23, 1958, Federal narcotic agents and State agents arrested 
Ruby Lee Dunn, Clark Elegan, Alvin Bullock, and Billy C. Catlett. At the 
home of Ruby Dunn officers seized approximately 16 ounces of heroin. Narcotic 
agents had made several 1-ounce purchases of heroin from members of the ring. 
The arrests were made in the San Francisco area. 


Mr. Gary. Now you may proceed, Doctor. 


RESULTS OF MANDATORY PENALTIES AGAINST PEDDLERS 


Dr. Anstincer. Before I go into the cases, Mr. Chairman, we 
just prepared this yesterday, and there is one of these for each mem- 
ber of the committee. I want to show you what the Narcotic Control 
Act of 1956 has accomplished. 

As I say, this document entitled “Graphic Results of Mandatory 
Penalties Against Peddlers” was just completed yesterday and it com- 
pares drug addicts reported in 1956 with those reported the first 11 
months of 1958. 

Look at the District of Columbia on the first chart. It shows a re- 
duction from 200 addicts in 1956 reported to us to only 60 in 1958. 
In the District of Columbia that is due to the Narcotic Control Act 
of 1956, those heavy penalties, plus the fact that in the District of 
Columbia you have the only compulsory hospitalization act in the 
United States. 

Next we go to Ohio, with quite a drop there. The State of Ohio 
has a minimum penalty law of 20 years and it has completely driven 
the traffic out of Ohio. We only need two or three men to run the 
whole State now. They dried up the traffic with those stiff sentences. 

In Texas 

Mr. Passman. You passed up Louisiana. 

Dr. Anstincer. Louisiana has really shown a reduction. Michi- 
gan also has shown a reduction, as well as New York, where the traf- 
fic had been rising very much. There was a reduction in Illinois, in 
California, then we come to Missouri. 

Off the record. 

(Discussion off the record.) 

Mr. Gary. Without objection the charts referred to by Dr. An- 
slinger will be inserted in the record af this point. 

(The matter referred to follows :) 
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GRAPHIC RESULTS OF MANDATORY PENALTIES AGAINST PEDDLERS 
NARCOTIC CONTROL ACT OF 1956 


(Prepared by Federal Bureau of Narcotics, Treasury Department 
Washington, D.C., Dec. 31, 1958) 











DRUG ADDICTS REPORTED 
IN THE 
DISTRICT OF COLUMBIA 


CALENDAR YEAR 1956 CONTRASTED WITH 
FIRST || MONTHS OF 1958 















































1956 1958 
200 Addicts 60 Addicts 
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DRUG ADDICTS REPORTED 
IN THE 
STATE OF OHIO 


CALENDAR YEAR 1956 CONTRASTED WITH 
FIRST 11 MONTHS OF 1958 























1956 1958 
92 Addicts 37 Addicts 
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DRUG ADDICTS REPORTED ' 
IN THE 
STATE OF TEXAS 
CALENDAR YEAR 1956 CONTRASTED WITH 
FIRST I}'MONTHS OF 1958 

















1956 1958 
523 Addicts 175 Addicts 
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DRUG ADDICTS REPORTED 
IN THE 


STATE OF LOUISIANA 
CALENDAR YEAR 1956 CONTRASTED WITH 


FIRST || MONTHS OF 1958 























1956 1958 
142 Addicts ; 50 Addicts 
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DRUG ADDICTS REPORTED 
IN THE 


STATE OF MICHIGAN 
CALENDAR YEAR 1956 CONTRASTED WITH 
, FIRST 11 MONTHS OF 1958 


























1956 i958 
543 Addicts 264 Addicts 
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DRUG ADDICTS REPORTED 
IN THE 
STATE OF NEW YORK 
CALENDAR YEAR 1956 CONTRASTED WITH 
FIRST || MONTHS OF [958 




















1956 1958 
4,138 Addicts 2,836 Addicts 
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DRUG ADDICTS REPORTED 
IN THE 
STATE OF ILLINOIS 
CALENDAR YEAR 1956 CONTRASTED WITH 
FIRST I! MONTHS OF 1958 























1956 1958 
908 Addicts 63! Addicts 


























DRUG ADDICTS REPORTED 
IN THE 
STATE OF CALIFORNIA 
CALENDAR YEAR 1956 CONTRASTED WITH 
FIRST 1! MONTHS OF 1958 























1956 1958 
1,568 Addicts 1,276 Addicts 
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DRUG ADDICTS REPORTED 
IN THE 


STATE OF MISSOURI 
CALENDAR YEAR 1956 CONTRASTED WITH 


FIRST || MONTHS OF 1958 

















1956 ——~-1958 
210 Addicts 136 Addicts 
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HISTORY OF NARCOTIC ADDICTION IN THE UNITED STATES 


Dr. Ansiincer. This is a rather interesting chart, “History of nar- 
cotic addiction in the United States.” 
an Gary. Without objection it will be inserted in the record at 
is point. 
(The chart referred to follows:) 





HISTORY OF NARCOTIC 
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BREAKDOWN OF DRUG ADDICTION CASES 


Dr. Anstincer. Then there is another chart we prepared showing 
the concentration of our problem. It shows that New York City has 
about one-half of the total addicts in the country. Illinois comes sec- 
ond with 14 percent; California comes third with 13 percent; Michi- 
gan has 5 percent; and all other States, 24 percent. 

Then we have a composite total which shows the distribution as to 
races, the Negro race accounting for 59 percent, white 39 percent, and 
all other 2 percent. 

Then there are other charts that break down the addicts as to race, 
age, and drugs used, going back to 1954. 

Then we have a composite total of all the active addicts by States 
as of November 30, 1958; then the totals shown by calendar years 
since 1954, which give a rather complete picture of our problems. 

Mr. Gary. Without objection we will insert those charts in the rec- 
ord at this point. 

(The matter referred to follows :) 
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DRUG ADDICTION IN 
SEVERAL SELECTED STATES 


As of November 30, 1958 
TOTAL ADDICTS 


45,692 
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COMPOSITE TOTAL OF 
ACTIVE NARCOTIC ADDICTS 
IN THE UNITED STATES 


Total Addicts 







45,692 
As of November 30, 1958 
ALL OTHER 
WHITE 89 Addicts 
17,966 Addicts ys 2% 
39% 
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RESULTS OF 
EFFECTIVE LEGISLATION 


ON DRUG ADDICTION IN OHIO 


CALENDAR YEARS 1954-11 MONTHS 1958 
(State law became effective in September 1955) 


ALL ADDICTS 
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AVERAGE LENGTH 


OF NARCOTIC SENTENCES 
IN 86 US. DISTRICT COURTS 
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Composite statistical data of active narcotic addicts in the United States, as of 
Nov. 30, 1958 



































Total addicts. _....__-- 45, 692 | Age of addicts—Continued 
i 7) pel aD ae ee cee ne ree 1, 990 
Reporting agencies: 

NINN soo Sicha Soeies oie 9, 581 Total under 21.___--_--- 5, 295 
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| aE nese ee Relate 522] Methadon_.__........-..-... 20 
| ES ESE ee Te Sere 2 1, OIG Al other... ................ 109 
| EES Se Red a SO he 1, 507 
NorTe.—4,009 addicts included in this table were reported originally in 1953 and have remained active in 
the subsequent 5-year period (1954-58). 
Statistical data on reported addicts in all States for the calendar years 1954, 1955, 
1956, 1957, and 11 months, 1958 
(Figures include the District of Columbia and Hawaii] 
1954 1955 1956 1957 11 months 
1958 
TNT RGR gn nie deci canus 8, 542 9, 387 9, 296 8, 047 6, 411 
Reporting agencies: 
2 Ob ite 2, 335 2,127 1,811 1,325 1, 282 
Rie. 08s 2, sane eookcaed 5, 484 6, 211 5, 384 5,617 4, 116 
BUR n ik ac iee 723 1, 049 2, 101 1, 105 1,013 
Race: 
hg oe oS 2, 452 2, 790 2,477 2, 052 1, 804 
Rinse: ea Me Ne coke ota 5, 055 5,312 5, 330 f 3, 404 
JO” Sees 3 423 503 
| 519 582 676 694 577 
C1 ee a a ae 213 274 165 138 119 
: 6 4 7 4 
1 1 Cl 2 eee Oe cee be 
4 3 2 1 
5 11 6 5 
33 26 41 21 
77 96 84 61 
174 167 147 127 
246 250 244 225 
378 338 339 264 
918 892 704 
5, 554 5, 872 4, 796 3, 799 
1, 660 1, 689 1, 764 1, 341 
1, 255 3 6 7 
7,275 7, 193 6, 405 5,071 
2, 112 2, 103 1, 642 1, 340 
8, 394 8, 762 7, 600 5, 933 
436 194 198 143 
46 23 20 37 
175 122 56 79 
164 96 100 99 
69 34 18 29 
35 22 17 47 
37 30 14 30 
5 3 5 
26 10 19 il 
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Composite total of active narcotic addicts as of Nov. 30, 1958, by Staie 
[Figures include the District of Columbia and Hawaii] 





NS NEE ee Pies 2 ke SEINE oy 111 | New Hampshire-____-.-.-.---- 6 
Lo i Ree erage AT ew aemey.....5.2..-<<..5+- 826 
Rea og er ISL ew s1enieo.........-..+.<..- 93 
I Eocene enaerere Bee SOT. oo eck ck ebb 20, 116 
ee poston 6, 083 | North’Carolina__________-_-- 117 
SIREN oa rn 691 North Dakota... .........:-.- 8 
SEN esos oS SRGNNNNO. oe occ cess 959 

SE ess ee ee es 79 
District of Columbia____-_--_- Be 0 ete A Si ete ahead peed 162 
i 1 SiR ia Ni SR ote Sitesi ek Zoo | Pouneyivania. .-.2..-...-...- 606 
1) SSG SSI Mae EEA ae ea 145) aroun amend --—22 22.25 --5 2. 17 
7 1) gills, etter cate iets bee B South Carolina... ...._..__.- 63 
RR er a on 6, S19)| oth Dakota.........:-.-2)- 6 
|S ll al lied eeiec etait ia 2 fee pennoesee.... se 136 
|, a ae te eet melee 451 Lexkas......- te es ene ees 1, 601 
eng eed fee Spa RMER ere Le Bm ee 3 
DD aia ed See eal Darmeemont: =~ =.= 2222s. 2 2c 6 
Se gia ple lela Be pty SMe ae am | OU ie Ei teeta nc 260 
| SER ee eee 13 | waphington === ....-.-:--.=.-- 260 
oS. Relig Re aS Seles Soo | wet Viren... ...2-..2....- 36 
Massachusetts _____._._-_-__- hy OS ae een 190 
ONS ee eee eg be gi CERES ea =e oe tel ee 
nS 8 SOU ce te 186 ae 
oS eee PA SE 68 aie ts eres ee 45, 595 
OS ree ee 1 eR awaits. nee snow} 97 
ae 8 ————— 
REIN eo er 81 Grand total.........<.. 45, 692 
INI 8 cs 6 ig ck ee. 48 





SITUATION IN NEW YORK 


Mr. Gary. Doctor, I notice you show a large percentage of the 
cases in New York City. In the other chart that you gave us on 
New York, however, it shows that the number of addicts is dropping 
in New York, although not as much as in some of the other States. 
There was a drop from 4,138 addicts in 1956 to 2,836 addicts in 1958. 

We had some discussion of this situation last year, and my recollec- 
tion is that you informed us New York had not adopted a severe 
penalty law, but that they were working on it. What is the status 
so far as New York is concerned ? 

Dr. Anstrncer. You are quite right, Mr. Chairman; that is exactly 
the situation, and there has been no action in New York State in 
respect to this problem except the setting up of a research laboratory, 
at a cost of $300,000, to determine causes of addiction and so on, but 
as to penalties, it is one of the weakest laws in the country. 

A legislative committee appointed by Governor Harriman has just 
completed its report and it should be released in several days, in which 
they will recommend the appropriate action to the legislature. I 
do not know what is in the report, but they have been holding hearings 
for the last 2 years. Certainly with about one-half of the problem 
in the United States centered right in New York City, we cannot do 
that whole job. What we are doing there is causing some reduction, 
sending these traffickers to prison for long terms, but the problem 
needs to be attacked at the State level. 

The New York City police are excellent. They have a force of 
almost 200 narcotic agents engaged exclusively on this work. There 
is no problem in investigation, detection, or prosecution, but when 
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it comes to sentencing the people there is no deterrent until you come 
into Federal court. We are taking only the large cases into Federal 
court. 

ILLINOIS 


Mr. a. What is the situation now in Chicago and the State of 
Illinois 

Dr. Anstincer. In Illinois the legislature passed an act setting up 
a State bureau and providing very heavy penalties, a 10-year mini- 
mum, which is not always being followed by the local courts. My 
former assistant, who used to come to these hearings with me, Mr. 
Harney, is the chief of the organization in Illinois. Every addict 
becomes a ward of the State and they are going in for heavy penal- 
ties and compulsory hospitalization for the addicts. They do not 

et have the necessary facilities for the compulsory hospitalization 
but they are going along and really helping us with the problem they 
had in Chicago. ‘The problem in Chicago is going down. The prob- 
lem is centered in Chicago in Illinois. 


CALIFORNIA 


The other weak link in the chain is California, where we do not 
seem to be making much headway. 

Mr. Gary. Has California adopted a heavy penalty law? 

Dr. Anstincer. No, sir; they a have a weak penalty law. The 
heavy penalties are meted out in Federal court and the Federal judges 
are deterring the traffic in the cases that come before them. The 
Federal courts in California are really pointing the way to what the 
other courts should do. 

TEENAGE PROBLEM 


Mr. Gary. You had a very serious teenage problem not long ago. 
How is that situation now? Is it clearing up? 

Dr. Anstincer. It is still about 12 percent of the total in the United 
States, but there, again, that is centered in New York City, in Los 
Angeles, and in Chicago. That is where the teenage problem is con- 
fined. I have the figures in here somewhere. 

We show over 5,000 under 21 years of age, which is still bad, but the 
prognosis for cure of these youngsters is pretty good. F aang 36d 
the problem does not extend over the whale country. New Yor 
City, Chicago, and Los Angeles is where you find the teenage prob- 
em 


Mr. Gary. What is the teenage population in your treatment 
center ? 

Dr. Anstincer. Up in New York that is a joint city and State 
hospital for adolescents. That is running 150 a day. That does not 
seem to be going down very much. That is not a compulsory matter. 

Mr. Gary. How about your center in Lexington ? 

Dr. ANsLINGER. It is way down. 


COMMUNIST CHINA ACTIVITIES 


We made a case involving Communist China here. There are some 
30 defendants involved and it goes right through Hong Kong into 
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Communist China. These people were all indicted about 2 weeks ago 
in San Francisco, and I would like to get that chart in the record 
if possible. One of the top gangsters committed suicide the other 
day by ramming his car into a stone wall. These fellows that we 
picked up, the correspondence indicated they were calling each other 
“Comrade” and it undoubtedly was a Communist heroin ring. This 
case involved at least 270 pounds of heroin brought into the United 
States from Communist China over a period of several years, a very 
substantial operation. Of course it will not make too much of a dent 
in that Far Eastern problem because the major source of the stuff 
coming to the west coast is still from the mainland of China. A lot 
of this went into the Philippines and Japan and southeast Asia, but 
this was our part that we knocked off. 

Mr. Gary. In other words, you are convinced that not only did the 
heroin come from China but that it is being handled in this country 
by Communist agents? 

Dr. Anstincer. All the correspondence we picked up would indi- 
cate that these fellows were all a part of the Communist conspiracy, 
so to speak. Their correspondence indicated they were all Com- 
munists. 

Mr. Gary. That is very interesting. 
(The chart referred to may be found on page 121a.) 


CASE OF VITO GENOVESE 


Dr. Anstincer. Right at this time we have on trial in New York 
Vito Genovese, regarded by Senator McClellan’s committee as the top 
gangster in this country. He is now-on trial. The trial has been 
going on about 2 weeks. He and other conspirators are on trial and 
we hope for a conviction. I will agree with Senator McClellan that 
he was the top gangster in this country, not only in narcotics but other 
things. 

HEROIN SUPPLIES 


We have been doing a great deal of work in the Near East and in 
France and Italy, but the heroin we are picking up here is so highly 
diluted the doctors are having a little trouble finding a good subject 
for study purposes because they do not have the terrific heroin prob- 
lem that they had in the past when there was a big supply on hand. 
But the prices are still way up. The supply is down, but they are still 
using it. 

TRAFFIC IN VIRGINIA 


Mr. Gary. You had a case in my section, for a change, this year. 

Dr. Ansttncer. In Norfolk we had a little traffic down there. 

Mr. Gary. Did you not make a successful raid down there? 

Dr. Anstincer. Yes; it was an undercover operation in Norfolk. 
We had been troubled for sometime with a little heroin operation 
there. 

The number of addicts in Virginia is nothing to be concerned about, 
but nevertheless we are keeping an eye on it. 

We do not have a problem in the New England States or the Middle 
West or the Northwest. 
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EFFECTIVENESS OF NARCOTIC CONTROL ACT OF 1956 


This Narcotic Control Act of 1956 has been the answer. But we 
have so many people who do not believe in mandatory sentences. 
They feel you take the discretion away from the judge. ‘This is a far 
cry from the time I used to come up here. and tell _ about fourth 
offenders being placed on probation. They do not do that any more. 

There are 3,500 of these peddlers in the penitentiary and they are 
not peddling and spreading addiction. With the large penalties they 
fade out of the picture. ; 

Mr. Gary. The only objection I know to large penalties is that 
sometimes the penalty may be so severe that juries will not convict, but 
I think public feeling against drugs is so great that this problem will 
not arise in the case of narcotics. The average citizen of America 
so fully realizes the harmfulness of narcotics that a jury finding a 
man actually peddling the drugs would not hesitate to give him a 
severe penalty. In other cases where the sentiment is not so strong 
for enforcement you might make your penalty so severe that the juries 
will not convict. I know that was frequently true during prohibi- 
tion because the juries did not always agree with the law, but I do 
not think that is true in the case of narcotics. 

Dr. Anstincer. We have no trouble getting indictments or con- 
victions. Even with these large penalties, you would think these 
people would stand trial, but we have about 70 percent pleading 
guilty over the country, which is pretty terrific in view of the fact 
some go up for 5 or 10 years. 

But you are quite right, there is never any difficulty with juries. 
If the States would enact some of these heavy-penalty acts—some 
States have, like Ohio, Illinois, and Pennsylvania—immediately you 
would see the traffic cascading. In Ohio, where we had about 20 men 
we have cut the force down to 2. 


INTERNATIONAL SITUATION 


Mr. Gary. What is the international situation? You have just 
mentioned a case involving Communist China. 

Dr. ANsLINGER. Our problem internationally is the Near East, 
with the raw opium coming from Turkey to Lebanon and then to 
Syria where it is converted to morphine base about one-tenth its size 
and it is processed into heroin in Marseille or in Italy and from there 
the traffickers pick it up and it is smuggled into the United States, 
practically all of it through New York. 

We have very little trouble with heroin coming in from Mexico. 
Probably only 2 percent of the heroin on the west coast is from 
Mexico, and none here. _ 

From Communist China the west coast is the target—not Seattle; 
they bring it to Portland but not to Seattle. The Federal judges 
have driven it out. And in Hawaii, which is right in the path, there 
are two Federal judges who will not let the traffic get started. Any 
man that comes in on that charge gets 10 years. Judge McLaughlin 
and Judge Wiig said, “We will not have heroin peddled on this 
island.” We had five men and a clerk there and now we have only one 
man. 
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UNITED NATIONS PROGRAM 


Mr. Gary. How is the United Nations program working out now? 

Dr. Ansiineer. We are primarily concerned in keeping the syn- 
thetic narcotic drugs under control. Those synthetic drugs have not 
shown up in the traffic, which shows that the manufacturing countries, 
as compared to the producing countries, can control manufactured 
drugs. If we ¢.! not have that control we would be inundated, we 
would have a half million addicts instead of the 45,000 we have. 
That is all due to the United Nations control. Our contribution to 
the United Nations over and over again pays for itself in view of the 
fact they have this control over synthetic narcotic drugs. 


ABOLITION OF OPIUM SMOKING 


Also, the last vestige of legalized opium smoking has disappeared. 
Thailand has announced that in June they will get rid of all their 
opium shops. 

In Iran the Shah finally decided to abolish opium smoking and it 
has turned out fantastically well. We did not think it would work 
out that way, but it has worked out very well. 


SHORTAGE OF OPIUM FOR MEDICAL NEEDS 


We are short of opium for medical needs. We perhaps shut down 
too much. We are having a little difficulty getting opium for our 
medical needs right now, which indicates that the United Nations 
pressure on the countries to reduce their surplus has been effective. 
Now we are engaged m~bringing all the nine treaties and. protocols 
into one convention. So the international side, outside of the main- 
land of China, I would say is in very good shape. 

Mr. Gary. Are we still stockpiling narcotics? 

Dr. AnstinceR. We have enough. Fortunately we got a sufficient 
quantity so that we are not suffering from this shortage. 

Mr. Gary. Do you not have to rotate it? 

Dr. Ansiincer. No. 

Mr. Gary. It retains its strength ? 

Dr. Anstincer. You can keep it 20 or 30 years and that morphine 
is still in the opium so long as you keep it dry. So there is no need 
for turnover. 


NEW DRUG ANALGESIC 


Mr. Passman. I understand that there is a new analygesice drug 
about 10 times as strong as morphine with less severe results. Can 
you discuss that new drug? 

Dr. Ansiincer. Yes. It comes at a very opportune time because 
of the fact there is a shortage of opium. That was discovered by two 
scientists at the National Institutes of Health who have given the 
patent to the Government, so the Public Health Service will issue li- 
censes to manufacturers, and it will be manufactured and distributed 
under our control. 

It is supposed to be 10 times more potent than morphine but does 
not have some of the side effects of morphine and the addiction po- 
tential is reported to be low. 
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It will be a year or so before it gets on the market because of the 
necessity to go through Food and Drug and getting the clinical work 
set up, but it does show promise, and it might be what we have been 
looking for, a drug that gives pain control and not addiction. 

The patent will be given to the World Health Organization, and 
they will then license European manufacturers, which is the first 
time, I think, that has been done. This is very welcome news to 
everyone. As Secretary Fiemming said, it was a breakthrough, about 
the first one we have seen, because—and, of course, we are keeping our 
fingers crossed—all the other synthetic narcotic drugs have some hab- 
it-forming potentials. 

Mr. Passman. Thank you, Mr. Chairman. 


TRANQUILIZERS 


Mr. Gary. What is the situation with reference to tranquilizers and 
“roofballs,” and so on ? 

Dr. Anstincer. As to tranquilizers, we have not seen any of these 
in the illicit traffic, nor have we found any of the narcotic addicts using 
tranquilizers. It is a drug that does not appeal to anyone who uses 
heroin or the other opium derivatives or the Demerol addict. They are 
doing a lot of good in the insane institutions. 

The barbiturate situation is a problem. It is a Food and Drug 
problem, and we like to see it kept there. 

Mr. Gary. There was talk some time ago about the pills that the 
truckdrivers were taking to keep awake and probably endangering 
traffic on the highways. 

Dr. Anstincer. Those are the amphetamines. These are under 
Food and Drug. All of these drugs, tranquilizers and the barbitu- 
rates and amphetamines, have been discussed at the international level 
with the decision that, since there is no international illicit traffic in 
them, we would not take them up in the treaties; and, insofar as it was 
a question for national or State control, you will find that is spotty, 
too. 

Mr. Gary. Are they habit forming? 

Dr. Anstrncer. Not in the sense of the narcotic drugs. 


COOPERATION WITH BUREAU OF CUSTOMS 


Mr. Gary. What are the working relations now between the Bureau 
of Narcotics and the Bureau of Customs, Doctor ? 

Dr. Anstincer. We have a very close working arrangement with 
the Bureau of Customs. Their customs agents are the frontline of 
defense along the border and at the ports, and we work in pretty close 
harmony with the customs service. 

They have done an exceptionally good piece of work down along the 
border and also in some other places where the addict must register 
with Customs before he leaves the country. If he goes out and comes 
back and he has not registered, there is a mandatory penalty for him. 
That is one reason in Texas for addiction going down rapidly. They 
- doing an excellent job in that. I thought it would be hard for 
them. 
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MARIHUANA TRAFFIC 


Mr. Gary. How is that marihuana situation on the Mexican border? 

Dr. Anstincer. That is still bad. We do not seem to make too 
much headway. These figures I am giving you do not include mari- 
huana. 

Mr. Gary. This committee has been down there and has inspected 
that situation several times. It is a difficult one to enforce. There 
is no question in the world about that. 

Dr. Anstincer. It is something that is with us. It is increasing 
all over the world in every country. I do not see any country free of 
it. 

Mr. Gary. Is that hitting the teenagers to a great extent ? 

Dr. Anstincer. Yes; they start with marihuana and go into the 
heavier drugs, but it is decidedly a teenage problem. Also this pat- 
tern seems to be going all through the world. 

Mr. Gary. What about your working relationship between the Bu- 
reau of Narcotics and the Public Health Service? 

Dr. Anstincer. We are working very closely with the Public Health 
Service in relation to the two hospitals, one at Fort Worth and one at 
Lexington. We manage to keep Lexington right up to full capacity. 


INCREASE IN RETIREMENT CONTRIBUTION 


Mr. Gary. What is the explanation for the proposed increase of 
$16,678 in your request for grants, subsidies, and contributions? 

Mr. Giorpano. That is an increase in the retirement contribution 
resulting from the pay increase. 

Mr. Gary. You are not asking for any additional employees. 

Dr. Anstincer. No, sir; we are perfectly satisfied. 

Mr. Canrretp. Dr. Anslinger, like the chairman, I, too, was pleased 
and proud this morning to hear Mr. Parsons, the Administrative As- 
sistant Secretary of the Treasury, tell us of the honors that you had 
received during the year, so to speak, because of your achievements 
in your position, doing as much as you have done down through the 
years for the good and for the welfare of our people. 

Coming over here this afternoon from the Old House Office Building 
I fell in step with our colleague, Congressman Judd of Minnesota. 
I told him in our little chat on the way that you were to be our first 
witness before this committee this afternoon. He immediately said, 
“Be sure to remember me to him because I think of him so highly.” 
That is the way Members of Congress on both sides of the aisle feel, I 
am quite sure. 

When you tell us that you are asking for practically the same funds 
for fiscal 1960 that you received for fiscal 1959, the effect thereof does 
not mean that you are going to suffer a droppage of any employees or 
any agents, does it ? 

Dr. Ansiincer. No, sir. 

Mr. Canrierp. None whatever? 

Dr. Anstincer. No, sir. 

Mr. Canrtetp. In other words, you will have the same personnel ? 

Dr. Anstincer. We will have the same personnel. I think we do 
probably have to drop a couple, but it will not hurt at all. We will 
drop maybe three. That slack can be taken up. 
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FOREIGN AGENTS 


Mr. Canrietp. You told us last year and you are telling us this 
year that you have seven foreign agents and they work out of places 
like Rome in Europe, some of them being located in the Near East. 
Customs takes care of Mexico, Cuba, and the Far East. 

This is my question: Do you feel you have sufficient agents for your 
work abroad in your complement of seven all told? 

Dr. Anstincer. I do insofar as our bit is concerned—the Near East, 
Middle East, and Europe—because while those seven men do a lot of 
undercover work, they are sort of the sparkplugs for all of the police 
in these different areas, putting them on cases and assisting in the 
direction of them. 

To get men at that particular level for that kind of work is very 
difficult. They are a peculiar type of agent that you have to have for 
that work, who can work with the Arab nations and the Italians and 
the French. You do not find many men who can do this particular 
kind of work. Seven agents are certainly enough for our operation 
because we only work at the top, at the national police level, with the 
heads of the security organizations. We get down into the lower 
echelons with their assistance. We try not to take the credit for any- 
thing. We let the local foreign officials take all the credit and we step 
aside as soon as the act is completed. 

Mr. Canrievp. I understand why you have a man in Rome because, 
according to all reports, Lucky is still in business. 

Dr. Ansuincer. He is still around. 

Mr. Gary. From what I hear, the Italian authorities are currently 
giving him a little more leeway. 

Dr. Ansirncer. A little more leeway, yes. 

Mr. Canrietp. In his ability to travel, so to speak, among the 
provinces. 

Dr. AnsLincer. Yes. But nevertheless vigilant about him. They 
are following his activities now more than they did before. 

Mr. Canriexp. The processing port on most of the shipments from 
Syria and Lebanon is Marseilles; is it not ? 

Dr. Ansuincer. That is right. 

Mr. Canrrexp. I assume that comes under the jurisdiction of one 
man in France. 

Dr. Anstincer. The French Surete. 

Mr. CanrireLp. And your man ? 

Dr. Anstincer. He works closely with the French Surete on the 
activity in Marseilles, which is always there. 
as’ CanFieLp. Customs takes care of Mexico, Cuba, and the Far 

ast ¢ 

Dr. Anstrncer. Yes, sir; we have done some work in Cuba at the 
request of the Cuban Government. We have done quite a lot of work 
there with the consent of the Customs Service. Customs has the Far 
East and I think they are extending their operations. 

Mr. CanrFievp. Your man in Hong Kong is a Treasury man who 
does other things than take care of the narcotic matters? 

Dr. Anstincer. He has a lot of other work, just as the man in 
Mexico. 
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MAFFIA 


Mr. Canrtetp. Dr. Anslinger, last year you will recall the country 
was quite agog over the maflia developments, the meetings at Apala- 
chin, the reported conferences on ships at sea, and the moving in by 
your forces and the forces of the Department of Justice. 

What is the picture regarding the maffia narcotics today ¢ 

Dr. Anstincer. Unfortunately, it has not changed from the report 
I made last year. They are still in control of the international and 
national distributing narcotic organization in this country except in 
San Francisco and Portland where you see the Chinese still being 
the bosses. But every other place in the country the maffia is in con- 
trol. 

I think Senator McClellan’s committee has brought out that many 
of these people called before his committee are regarded as maffia 
leaders who all had narcotic records. We have arrested and con- 
victed some 300 and deported about 150 of those. 

In the last year there were two very large conspiracy cases broken 
in New York. One of those cases has been disposed of after a very 
tough trial. This one going on right now is particularly. difficult 
from many angles. Off the record. 

(Discussion off the record.) 

Dr. Anstincer. The Immigration Service is right behind this mat- 
ter of trying to deport these fellows, and they are really getting rid 
of quite a lot of them that we never thought would be forced to leave, 
canceling naturalization and so on. 

I think the most remarkable thing about this is now the fact that 
Mr. Milton Wessel, special assistant to the Attorney General, has set 
up an investigating group of over a dozen special assistants through- 
out the country concentrating on the maffia operation. They have al- 
ready come up in New York with one contempt proceeding. They 
are making a special investigation based particularly on the fact that 
under the Narcotic Control Act of 1956 they can grant immunity to a 
witness, and they are using that now. It is a very vast and very 
important operation undertaken by the Department of Justice. 

Incidentally, there is a book coming out next month called “Brother- 
hood of Evil” by Mr. Frederic Sondern, who is associate editor of 
the Reader’s Digest. I think they are going to carry this whole story 
developed by the McClellan Committee and ourselves, 


SHIPMENT OF HEROIN 


Mr. Canrtetp. Mr. Anslinger, last year you told us heroin was 
relatively easy to smuggle. That may be taken out of context, but 
you said other things, too. That being generally so, is it true that 
the stuff can be mailed in envelopes and in small packages? 

Dr. Anstincer. We broke up a ring that was sending it in old 
magazines from Hong Kong. The magazines were wrapped tightly 
and the heroin was concealed. That was with the assistance of the 
Customs and the Post Office people. They broke that up. We have 
not seen any large traffic by mail. 

There was a traffic sometime ago built right into a book, built 
actually into prayer books. Four ounces here and four ounces there, 
which was practically a fortune just in a prayer book. You had to 
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slit it open to get the heroin out. Some of that traffic is going on, 
but mostly by seamen. We are reporting a large number of seamen 
for revocation of their licenses. The Coast Guard has revoked many 
licenses. We in turn report those to the United Nations and they are 
distributed throughout the world so that seamen cannot work on 
the ships of other nations after they leave our ships. It is nearly all 
an operation by seamen. This Communist smuggling case referred 
to here sometime ago was all seamen smuggling. We broke up an- 
other ring here about 30 who would take turnabout going over to 
Hong Kong and bringing it back in jackets. It is impossible for 
the Customs to search all of these people. 


PROPOSAL TO REPEAL MANDATORY SENTENCES 


Mr. Canrietp. There was much ado last year on Capitol Hill— 
and certainly the chairman of this committee and all members were 
concerned, I know I was intensely—when there was a report that the 
Department of Justice had approved a joint resolution which looked 
toward the repeal of the 1956 mandatory sentences in the Boggs 
Act. Do you recall that? : 

Dr. Anstincer. I had cold chills, Congressman Canfield, and if 
you had not taken the leadership up here to get us out of that act, 
we would have been gone. 

Mr. Canrtevp. I went to Mr. Boggs about it. 

Dr. A Ns~incer. We would have been back 20 years. We were 
never called before the House Judiciary Committee on this. We 
were, naturally, all upset to find this wus in a joint resolution, which 
would have had the effect of law. It was to come up and be voted 
on the day after—I saw you one morning and it was to be voted on 
the next morning. It had already passed the Judiciary Committee. 

There was a provision in there where whatever sentence the court 
gave could be set aside by some further study. 

Any violator under 26 could be subject to the Youth Correction 
Act. Most of our violators are under 26, the peddlers. Fortunately, 
you were here and you held the dikes. Otherwise we would have been 
out in the street. 

Mr. Canrtevp. In all fairness, I told Congressman Boggs about 
what I had learned and he moved in a very vigorous way. 


NARCOTICS SITUATION IN CUBA 


Mr. Canrretp. What is the narcotics situation in Cuba and what 
do you think the new regime in that island will do to suppress nar- 
cotics there ? 

Dr. Anstincer. The cocaine traffic in Havana is tremendous. The 
place is overrun with cocaine from Bolivia. Some years ago the 
Cuban police requested our assistance in bringing some of these large 
traflickers to heel. We did quite a lot of undercover work for them in 
Cuba. We did find, however, after a time that while we made the 
arrests and made the seizures with their help, when the cases got up 
to the courts, nothing happened. In other words, it stopped there. 
The police, the national security police, were excellent. 

Mr. Canrtetp. It was under Batista? 
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Dr. Anstincer. Yes; under Batista. Two months before the revo- 
lution we just stopped and ignored all requests because we felt that 
until they got rid of the hoodlums, all the American and foreign 
hoodlums in Havana, and prosecuted these fellows we helped them 
arrest, there was no use wasting our time. Some of that traffic 
sloughed over into the United States. There was traffic Lebanon- 
Havana-New York, there was traffic Bolivia-Havana-New York, and 
some into Miami. We had an interest ourselves in seeing the traffic 
cut down. 

But here we found, for instance, one of the top Detroit gangsters 
was deported from the United States and he winds up in Havana. 
We felt as long as they were going to permit that sort of thing, we 
could not continue working. 

I say 2 months before the Castro revolution we had stopped 
cooperating. 

ow, the present regime is in touch with us. We are willing to 
help them 5 ang this traffic, which is very large. Incidentally, we 
tried to get them to cooperate with the United Nations because, after 
all, the problem goes down to the source at Bolivia. There was some 
from Lebanon that got into Havana. We tried to get them to send 
reports to the United Nations. We never got any response. With 
the present Government we have made three conditions precedent. 

Mr. Canrtetp. This is the so-called Castro government ? 

Dr. Anstincer. Yes before we start. The conditions are: 

One, that these other traffickers that we assisted in arresting and 
bringing to heel, that they be prosecuted, that their cases go through 
the courts. I think the courts have been abolished, but with the new 
courts I hope one of the first orders is to get rid of these traffickers 
against whom there are a lot of cases. 

Two, to deport these foreign hoodlums, not only from the United 
States but all around, in these gambling casinos. Nearly all of them 
are on our list. As long as they have that source of infection there, 
there is little you can do by just going down there and working in a 
circle. 

Third, that they cooperate with the United Nations. They have 
never sent reports of cases we worked on to the United Nations. I do 
hope they will get these cases before the courts that we made down 
there before. 

Mr. Canrtexp. In other words, if they are serious and honest and 
go to town, they can be very helpful in the job we all want to see done 
in this hemisphere. 

Dr. Ansiincer. We will help them as we did in the past, but we 
want a little better evidence of following through. 


NEW JERSEY AREA 


Mr. Canrrevp. Dr. Anslinger, you testified last year that 43 percent 
of all drug addiction was localized in New York City. I note this 
year it is up to 44 percent. You are mindful that I live in north 
Jersey and, among other things, I am most anxious that there be no 
spillover of this awful traffic into my area. You have a full-time and 
a very able agent located in Paterson, N.J., which is the third largest 
city - my State,my home city. What is the situation in north Jersey 
now ¢ 
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Dr. Ansirncer. If you will recall, I think you probably had antici- 
pated that it would spill over, and it did. As you remember, I do not 
know just when we made the case against this Near Eastern peddler 
who brought in a kilo of heroin to dispose of in that area and we 
fortunately were able to get to him before he distributed it. You will 
remember the one agent there had been sick a long time. You ex- 
pressed some concern that Paterson was not covered or that particular 
area. 

We sent a man in there. Fortunately, he was in there not more 
than 2 weeks before this case broke. 

One thing about New Jersey is this. It is not one of our trouble 
spots. Northern New Jersey could very likely be, but what we have 
often told the people in New York City, with all this terrific problem, 
they wonder why they have it, take a ferryboat ride across to Jersey 
City where you do not see the addiction. 

That is due to the attitude of the courts and the good law you have 
there. The police are vigilant, excellent police in New Jersey. When 
we move on a case in New Jersey, we have so much help from the 
sheriff and local police, the State prosecutor, the Federal prosecutor, 
that the case is disposed of in 2 weeks. 

Mr. Gary. If the gentleman will yield, does that not have a tend- 
ency to drive the traffickers out of New Jersey over into New York? 

Dr. Anstincer. That is just where they land. New York City 
gets the garbage of New Jersey because these fellows go over to New 
York where they can operate without too much risk. 

Mr. Canrietp. You are watching that north Jersey situation very 
carefully ? 

Dr. Anstincer. Very much so. We are right on top of that Jer- 
sey situation because you have the only State police force in the 
country that has a narcotics squad. With their two-way radios and 
all the facilities they have, they can certainly run down a case for 
us which we could not do ourselves. 

Mr. Canrietp. Along that line, Dr. Anslinger, I am pleased no end 
to hear that the mayor of my home city, who incidentally is of the 
opposite party faith, is planning to put new emphasis on the nar- 
eotics squad, to build it up. I plan to communicate with him very 
shortly about the possibilities of sending a few members of that squad 

down here to your school. 

What would he have to do to have those men enlisted in your 
course here in Washington ? 

Dr. Anstincer. If you would kindly extend the invitation to him 
from us to have as many men as he wants come down to our school, 
they will be enrolled immediately. All he has to do is write a letter 
tous and we will take it from there. 

Mr. Canrtetp. I am sure he will do that because he is anxious to 
meet the challenge. 

Dr. Anstincer. He would be doing a wise thing because you are 
io a stone’s throw there from that awful traffic going on across 
the river. 

Mr. Canrrevp. That is right. Dr. Anslinger, I have no other 
questions at the moment, but I want to say this before I close. Sitting 
on my right is a young gentleman, who came to the Congress this 
year for the first time, Mr. Conte of Massachusetts. He has served 
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for a number of years in the Legislature of the Commonwealth of 
Massachusetts. 

I understand he is the father of the Narcotics Control Act in his 
home State. He is very proud of it. 

I wish he were not able to show me figures on this chart indicating 
that your composite total of active narcotic addicts for the Common- 
wealth of Massachusetts as of November 30, 1958, is 375, while New 
Jersey—he insisting that New Jersey is comparable as to popula- 
tion—shows 826. I regret that very much. 

While you feel we have the right kind of courts in New Jersey and 
are doing the right kind of job, I think you still feel we could improve 
ourcontrols. Is that not true? 

Dr. Anstincer. Ido. Unfortunately, there was a bill vetoed there 
2 years ago that was recommended by a State narcotics commission, 
which would have increased the minimum penalty. The commission, 
which was bipartisan, felt that that was necessary in New Jersey, 
but that bill was vetoed, unfortunately. 

You will notice I did not put a chart in here for New Jersey because 
the situation in Newark still gives us a lot of concern. 

Mr. Canriexp. I think there is presently a very wholesome and 
earnest reappraisal of the situation, and I hope it will not be long 
before we have something in New Jersey akin to the Conte Act in the 
Commonwealth of Massachusetts. Thank you. 

Mr. Passman. Dr. Anslinger, I wish to endorse what the dis- 
tinguished chairman had to say about the wonderful job you are doing, 
and also what Mr. Canfield said. The two together have expressed my 
personal feelings as to what you and your department have done and 
are doing, the many things you are doing to try to eradicate this curse. 


NEGRO ADDICTS 


Dr. Anslinger, I was interested to note in your statistical chart the 
percentage of Negro addicts compared to white. I believe the Negro 
population represents about 13 percent of our Nation’s population. 
Comparing the white and Negro addicts, the Negroes represent about 
66 percent of the total addicts. 

Is there any reason for that? Have you given any thought to why 
they are so far out of line with the white race? 

Dr. Anstincer. Most of this takes place in the northern cities like 
New York, Newark, Philadelphia, Pittsburgh, Detroit, Chicago, St. 
Louis, and there is some in New Orleans. Outside of that you do not 
see this pattern. 

You can confine these people to certain police precincts of a very 
low economic and social level and where most of the crimes are com- 
mitted. It is true in New York, Detroit, and Newark particularly. 
Just draw a line around these very badly housed areas, very low social 
status, and economic status, and overcrowding, where most of the 
crimes are committed. It is practically a northern problem outside 
of New Orleans where there is still a little problem. 

Mr. Passman. There are only 50 addicts in the entire State of 
Louisiana, according to the recent report. Off the record. 

(Discussion off the record.) 
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Mr. PassMaN. Percentagewise it looks very much out of proportion 
to the races. Of course, you have a lot of underprivileged white peo- 
ple living in very rundown quarters, do you not? 

Dr. Ansttincer. Yes. ’ 

Mr. Passman. Are these people more susceptible to this drug? 

Dr. Anstincer. I believe so. 

Mr. Passman. I am just trying to determine the answer to the 
question. The question has been asked of me, and I have no way of 
establishing it other than by asking you. 

Dr. Anstrncer. That is certainly one of the reasons. 


REHABILITATION CENTERS 


Mr. Passman. Dr. Anslinger, you mentioned this afternoon two in- 
stitutions, Lexington and Fort Worth. Is Fort Worth a new center? 

Dr. Anstincer. Fort Worth was set up by the act of Congress at 
the same time that Lexington was, but Fort Worth takes in the west- 
ern area. There are only about 300 drug addicts there. The rest of 
them are mental cases who are public health charges. It is a Federal 
institution. I think they also have a contract to take naval mental 
patients. 

Mr. Passman. Off the record. 

(Discussion off the record.) 

Mr. Passman. Dr. Anslinger, in the case of an addict entering one 
of the Federal institutions, what is the required time to rehabilitate 
the person ? 

Dr. Anstincrer. The average time is about 4 months. After that 
the medical authorities feel he can be discharged, that he is a fair risk. 
I think 4 months is a pretty good average time for them. 

Mr. Passman. They are out from under the effects of it in 4 
months? 

Dr. Anstincer. Off the record. 

(Discussion off the record.) 

Mr. Passman. I believe you stated it required about 4 months before 
this individual was in condition to return to society. Isa part of that 
period used to condition this individual mentally ? 

Dr. Anstincer. Yes. Everything is done i him. He gets the 
best physical treatment there. His teeth are put in order, every part 
of his body out of order is put back in place and reconditioned. 
There is a vocational therapy department. A lot of these fellows 
never did a tap of work before. They are trained at woodworking 
and all sorts of trades. They go back pretty well equipped. 

There is one big hiatus in the whole program—when they get back 
to the home community. Nobody picks it up from there so if he is 
not strong enough to keep away from the old crowd, then he is back 
again. He might go back to Lexington 8 or 10 times. 

Mr. Canrietp. If my friend will yield. 

Mr. Passman. I shall be happy to yield. 

Mr. Canrreip. I asked you to wield: to ask this question: Is it not 


an awful challenge to the local people when this temporarily, at least, 
cured addict comes home and possibly runs into these pushers again 
who are trying to get him lined up, so to speak? If I am not mis- 
taken, that was emphasized in one of the pictures that Don Murray 
appeared in some months ago. 
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Dr. ANsLINGER. Yes. 

‘ Mr. Canrre.p. Could you say anything about the local responsi- 
ility ? 

Dr. Anstrncer. The local responsibility appears to be nil on that 
"ae og angle after he leaves Lexington and goes back home. 

here is no local authority that will pick him up. [If he is granted 
parole, he may go to the probation officer once a month, but that is not 
enough. The local community should have something set up where 
they could get him a job and keep him away from this old mob that 
he traveled with, because that is where he got into trouble. 

Mr. Passman. That is all, Mr. Chairman. 

Mr. Conte. I certainly want to commend Dr. Anslinger and his 
Department for the work they are doing in this field in tracking down 
these characters with depraved minds who are preying upon our youths 
and other humans preying on the human frailties of man and destroy- 
ing man’s body and soul. 

I have been interested in this subject for years. In 1950 I authored 
an amendment to Massachusetts law making it a mandatory sentence 
up to life imprisonment for anyone selling narcotics to a minor a sec- 
ond time. ines then we have amended the law many times. 


CASES HANDLED BY FEDERAL COURTS 


I was interested in your mentioning that the Federal court does 
not take jurisdiction in these cases; only in exceptionally big cases. 

Dr. Anstincer. Our policy is to go after the trafficker or the seller. 
We are turning all possession cases over to the city or the State. For 


instance, in Boston, we have a possession case. We let the State 
handle that, or the city, because we are so hemmed in with court de- 
cisions on probable cause in relation to search and seizure that we 
would rather have the city authorities handle that and in many cases 
where we develop the case and see that we cannot get a sale, we will 
turn the case over to the city authorities and let them proceed under 
State law because we find it is more effective. Then we would rather 
take into Federal court a case of a man actually trafficking. You 
will find that these 3,500 that are in the penitentiary now are all ped- 
dlers, not addicts—well, some of them were addicts and peddlers— 
but there are very few in there who were just addicts in possession. 
We would rather let the State handle those. Certainly, we could 
bring charges for possession, but we are a little restricted in relation 
to court decisions. 

Then we prefer to have the local authorities take some responsibil- 
ity and feel that they should inelp us do the work, which, of course, 
in Boston, as you know, the local police department has done the 
major part of our work and we have just concentrated on the fellows 
that bring bring it into Boston from New York or fellows who are 
smuggling it in from abroad. 

Massachusetts does not present a problem any more, nor any of the 
New England States. There is a little up in Hartford, but Boston, 
with the city force and our own force—we have reduced our force 
there very much because of the heavy penalties for traffic. Your 
courts there have been very severe as a rule. 

Mr. Conte. We have about 36 superior court judges now. We have 
one known as Daisey Donohue. Criminals just quiver. They do not 
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want to go before him. He gives them the stiffest penalty from the 
bench. It is really rough and the way it should be. 

Dr. Anstincer. That is the deterrent. Wherever you find that 
kind of a judge, they will pass over to another city. 

Mr. Conte. That is all I have. 

Mr. Atexanper. Doctor, I want to commend you for the fine work 
you are doing. We are all proud of the great job you are doing and 
the prestige that you add to this fine work. 


NUMBER OF CASES IN NEW YORK AND CALIFORNIA 


I could not help but compare California with New York. If I un- 
derstand correctly they have similar State laws, with about the same 
severity of punishment and yet we find New York with 44 percent 
and California with 13 percent. If I am not wrong in this, California 
now has as many people as New York. 

Dr. Anstincer. Yes. I suppose they are getting right up there. 

Mr. ALEXANDER. What is the main reason for this? 

Dr. Anstincrer. You mean for the difference or for the addicts cen- 
tering in these places? 

Mr. Atexanper. Well, for the great disparity between addicts in 
New York and California. 

Dr. Anstincer. Well, the one thing about New York, nearly all— 
well, say pretty close to 60 or maybe more percent—of the heroin 
comes right through New York. Nearly all of the smugglers use 
New York because that is where all the deals are made and all of 
the big traffickers center there. 

California has 13 percent. That is nearly all centered in Los 
Angeles, where they are getting this Communist heroin, but in Los 
Angeles and New York there is little difference in the amount of the 
traffic. In California there is probably a greater marihuana traffic 
that does not show up here—much greater than you see in New York 
City. That is due to imports from Mexico. Actually there would be 
more arrests in Los Angeles than there are in New York because of 
the fact of this marihuana situation in California. 

If you will notice in the California press, nearly all of their cases 
have to do with marihuana and that is not clocked here. 

Mr. ALExANDER. Marihuana is not a narcotic? 

Dr. Anstincer. It is a narcotic by congressional definition. It is 
a habit-forming drug, but not an addiction-forming drug, although 
it is a steppingstone to an addiction-forming drug, but it is a very 
dangerous drug and is so regarded all over the world. It is covered 
in our treaties; it is covered in all of the State legislation and every 
nation has laws against it almost as severe as the opium drugs. 

Mr. AtexaNper. Does that come under your jurisdiction? 

Dr. Anstincer. Yes; it comes within our jurisdiction. 

Mr. Atexanper. Why is it not listed on the chart ? 

Dr. AnstinceEr. I will tell you why we don’t list it here. We have 
these cards at the office but they don’t do much for this reason. The 
police will send in a card ona man. They have questioned him. They 
ask, “Do you use narcotic drugs?” He will answer “Marihuana.” 
They will ask, “Do you use it now?” He will answer “No. I smoked 
a cigarette 10 years ago.” 

You couldn’t put a figure like that in. We have so many thousands 
of cases like that where a man has had a brush with it or he smoked 
one or two cigarettes or he smoked some time ago and there are no 
withdrawal symptoms. You can’t pin it on them. 











134 


A lot of these fellows like to say they used narcotics in order to 
have an excuse for the crime they committed, or when they go before 
the court they say they use narcotics. That is why we don’t report 
those to the United Nations. In fact, very few countries do. We 
know these are heroin addicts, but your marihuana addict will not 
give you that same factual result in statistics. 

Mr. ALExANDER. You spoke a while ago of customs having officers 
that assisted you in certain sections of the country. How many men 
does customs have in narcotic traffic ? 

Dr. Ansiincer. Well, I think there are some 150 customs agents, 
but their work has to do with valuation, smuggling diamonds, etc. 

Mr. Atexanper. They do not deal only in narcotic cases. This is 
just one of many things ? 

Dr. Anstincer. This is just one of many things that they have, 
narcotics being just one of their operations and that is in relation to 
the smuggler down along the border, to the addict who fails to 
register. Obviously they can’t concentrate on this problem with that 
force of men. 

Mr. Aexanper. Do customs in New York have the same type 
training and same type men that they do along the border? 

Dr. Anstincer. They do. In New York there is a special narcotics 
squad in the customs agency service that confines its activities to 
narcotics. They work strictly on the smuggling. 

Mr. Arexanper. Is there any type of new drug that has been dis- 
covered that helps the cure of these narcotics ? 

Dr. Anstrncer. Nothing; nothing whatever. Many of them are 
tried and they have all been found wanting. Recently here at Lex- 
ington some fellow came up with an idea that there were enzymes 
in certain products that could help in the cure but they have never 
found anything in the way of a drug that will cure it. 

Mr. Avexanper. The only cure for it is to stop it. 

Dr. Anstincer. That is the only cure. 

Mr. Avexanner. That is all [ have. 

Mr. Gary. I notice Dr. Morgan is giving you a plug now in the 
comics. 

Dr. Anstincer. I hadn’t noticed that. That is one of the good 
comics. 

Mr. Gary. Yes. He is bringing out quite a number of traits about 
various diseases and right at the present time he has quite a story 
centering around narcotics. “Dr. Morgan” I think is the name of it. 
We have the T-men stories on television and the FBI, and so forth. 
Have you ever given any thought to televising some of your cases? 

Dr. Anstincer. We have rejected them. We have had many ap- 
proaches from the television people and from the script writers, but 
if you will notice in T-men, they didn’t go into narcotics except from 
the smuggling angle because we found some very unfortunate re- 
sults from publicizing it. From trying to teach the public the horrors 
of narcotics we got more horrors. It is a funny thing with narcotics. 
Mr. Gary. Thank you, Doctor. 

The committee will adjourn until 10 o’clock tomorrow morning. 
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WEDNESDAY, JANUARY 28, 1959. 
U.S. SECRET SERVICE 


WITNESSES 


U. E. BAUGHMAN, CHIEF, U.S. SECRET SERVICE 
RUSSELL DANIEL, DEPUTY CHIEF 
GEORGE W. TAYLOR, ADMINISTRATIVE OFFICER 


Mr. Gary. The committee will come to order. 
We will consider this morning the request of the U.S. Secret 
Service. There are three items in this appropriation, the U.S. Secret 
Service proper; the White House Police, which are under the Secret 
Service; and the Treasury Guard Force, which are under the Secret 
Service. 

We have with us this morning Chief Baughman, whom we are al- 
ways glad to have before our committee. 

Mr. Baueuman. Thank you, Mr. Chairman. 

Mr. Gary. Chief, we will be glad to hear from you at this time. 


GENERAL STATEMENT 


Mr. Baucuman. Thank you, Mr. Chairman. 

Mr. Chairman and members of the committee, for the Secret 
Service, White House Police, and Treasury Guard Force we are re- 
questing a total appropriation of $5,493,000, an increase of $874,000 
over the 1959 appropriation for these three activities. Over half the 
increase, or $477,766, will be required for increases due to changes in 
pay scales, 1 extra day’s pay, and increased penalty mail rates, author- 
ized by Congress and not included in the regular appropriation for 
1959. The purposes of the balance of the increase will be given in 
referring to the respective appropriations. 


SALARIES AND Expenses, SecreET SERVICE 


The major functions of the U.S. Secret Service are protection of 
the person of the President of the United States and members of his 
immediate family, of the President-elect, and of the Vice President 
at his request; and the detention and arrest of persons committing any 
offenses against the laws of the United States relating to obligations 
and securities of the United States and of foreign governments. 
These and other duties of the Secret Service are defined in section 
3056 of title 18 of the United States Code. 

The amount requested for the Secret Service is $639,000 over the 
previous appropriation. Of this, $36,766 is for the pay increase with 
related costs, 1 extra day’s pay, and a slight increase due to penalty 
mail rates. The balance, $322,234, represents for the most part our 
request for 47 additional agents and 17 additional clerks, with related 
costs. 

We have rigidly limited requests for equipment in order to make 
maximum use of Junie for 7 needed personnel. We are, how- 
ever, asking for 12 additional automobiles to supplement our fleet. 
We are also requesting a new portable fluoroscope costing $4,500 
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for use at the White House. This is absolutely necessary as the 
resent machine is in poor condition and could, in time, endanger the 
life of the operator. 

We are asking for $14,549 for promoting 38 GS-10 agents to GS-11 
($7,030). These promotions are for the purpose of giving recogni- 
tion to the establishment of grade GS-11 as the grade for full-fledged 
senior special agent positions. A review of the qualification and 
work requirements of these positions reveals that GS-11 is the proper 

ade for special agents qualified by educational background, train- 
ing, and experience and performing the diverse duties inherent at this 
level. These duties run the full range of jurisdiction of the Secret 
Service, encompassing generally activities relating to the protection 
of the President, enforcement of some 50 Federal statutes as provided 
by basic authority, as well as performance of other functions as au- 
thorized by the Secretary of the Treasury. 

In 1958, the Secret Service received 44,102 cases for investigation, 
an increase of 11,293 cases, or 34 percent, over the previous year. 
This led to a backlog of 19,060 cases as of the beginning of the fiscal 
year 1959 and at the end of November this figure had grown to 21,389, 
an unprecedented backlog, equivalent to more than 100 cases each for 
210 investigating agents. Based on the rate of receipt of cases for the 
first 4 months, it is estimated that we will receive 51,000 cases during 
the fiscal year 1959, and that the backlog will be in excess of 32,000 
at the beginning of fiscal 1960, or 152 cases per agent. At the most, 
for effective enforcement, there should be no more than 15 cases per 
agent on hand. 

The caseload of the Secret Service has reached a point where it 
seriously interferes with effective law enforcement. The lack of 
sufficient manpower to investigate all violations promptly and thor- 
oughly serves to increase the violations. In certain counterfeiting 
cases we were unable to place agents on surveillance where such in- 
vestigative procedure would have materially hastened the successful 
conclusion of these cases and would have reduced the losses sustained 
by the public. Each day of delay in investigating these cases simply 
permits the offenders to commit more crimes, thus multiplying the 
backlog. 

Delays in check and bond forgery investigations enable the pro- 
fessional “repeat” forger to operate with a temporary degree of im- 
munity. As these professional forgers usually roam from one part 
of the country to another, their activities mean added workloads in 
several or more offices. The establishment at headquarters of a more 
comprehensive Check Forgery Section, to include classification of 
handwriting on forged Government checks, would be a major step in 
suppressing this type of crime. A detailed plan for inaugurating this 
program has been developed, but manpower and funds are not now 
available to proceed, although studies show that the relatively small 
cost would be quickly recovered through increased efficiency. The 
additional personnel requested in this budget would enable us to make 
a start on installing such a system. We did in the past year 
inaugurate a school to train special agents in the technique of hand- 
writing examination. Initial results have been so successful that 
it is planned to extend this training to other personnel. 
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COUNTERFEITING 


A total of $711,292.86 in counterfeit notes and coins was received in 
1958. In the first 5 months of this fiscal year, seizures have already 
exceeded that amount, totaling $974,643.34. I feel fully justified, how- 
ever, in reporting that this upsurge was not due to lack of vigorous 
enforcement and effort by the Secret Service. We arrested 335 coun- 
terfeiters in 1958, compared with 319 in 1957, more than doubling 
arrests for counterfeiting in 1956. We seized 28 counterfeiting plants 
in 1958 as compared with 22 in 1957. Cases increased from 1,772 to 
3,173, or by 79 percent over 1957. In the fiscal year 1958 and for 
the first 5 months of this fiscal year, new issues of counterfeit notes 
have appeared at an incredible rate. In 1957 there were 101 new is- 
sues, in 1958 there were 305, and at the rate new issues are appearing 
it may well be expected that new issues this year will exceed 1958. The 
increasing volume of counterfeiting is to me a cause for serious 
concern, and a compelling reason for strengthening our force. 


CHECK FORGERY 


The upward trend in cases involving the forgery of U.S. Govern- 
ment checks has continued. Cases of this type received for investiga- 
tion during the past fiscal year totaled 33,648, or 8,796 more than the 
previous year, an increase of 35.4 percent. 

The increase is due in part to the fact that the number of Treas- 
urer’s checks issued increases each year. In 1958, 397 million checks 
were paid in comparison with 363 million for the previous year. 
While our enforcement efforts have held the ratio of forgeries per 
million checks issued reasonably constant for the past several years, 
our present force is inadequate to keep pace with the substantial in- 
creases of the past year. 

With the growth of social security and other governmental func- 
tions, the number of persons receiving payments from the Federal 
Government has greatly increased. Many of these people, particu- 
larly those on social security, have no source of income other than 
their monthly check from the Government. Due to the unprece- 
dented backlog of cases, it is often necessary for them to wait several 
months and in some cases over a year before we can reach their case 
for investigation. It is unfortunate that these citizens must suffer 
such extended delays. They are entitled to protection and prompt 
handling of their claims. The additional agents requested will go 
far toward making this possible. 


BOND FORGERY 


_ Fiscal 1958 saw a reversal of the prior year’s downward trend 
in bond forgery cases. This type of crime increased to its highest 
level since 1955, and the first 5 months of fiscal 1959 showed a still 
further increase. We are presently receiving more than 400 such 
cases each month, which is an increase of 100 per month over last 
ear. 

All bond forgery investigations are dual in purpose. We are not 
only required to arrest and convict the forgers, but must obtain all 
information which would have bearing upon the question of whether 
the paying agent or the Treasury Department stands the loss. 
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PRESIDENTIAL PROTECTION 


During the past fiscal year the Secret Service agents rendered the 
rsual protection to the President, members of his family, and the 
Vice President while in residence and during various trips made 
abroad. This included the trip of the President to Paris, France, 
in December 1957 to attend the NATO Conference. 

A protective operation which attracted great attention occurred 
during the trip of the Vice President to South America in April and 
May 1958. During this trip the safety of the Vice President and 
Mrs. Nixon was seriously threatened by uncontrolled, vicious, demon- 
strating mobs which hurled stones at the Vice President and his part 
and with clubs and iron bars attacked the agents and car in whic 
the Vice President was riding. The Secret Service men held off the 
mob without resorting to weapons, and received high praise for their 
manner of dealing with an extremely dangerous and provocative sit- 
uation. For their performance, the 12 Secret Service agents who 
made up the detail were awarded the Exceptional Civilian Service 
Award by Secretary of the Treasury Anderson. 

In addition to the protective details provided for the President, the 
members of his family, and the Vice President, the Secret Service 
continues to emphasize preventive protective measures. . 

It has long been established that many of the persons who would 
harm our Chief Executives make threats or leave advance clues to 
reveal their intention for perpetrating violence. This is particularly 
true with persons who are mentally ill. The delusions antl hallucina- 
tions that are characteristic of some of the more prevalent types of 
insanity often cause the subjects to become fearful, frustrated, and 
very antagonistic. Frequently they develop strong and uncontrol- 
lable feelings of persecution. Ultimately, many of them blame the 
top officials of Government for causing, or failing to correct, these 
imaginary complaints, and they proceed to threaten or make plots 
against the officials. It is in this field that our Protective Research 
Section serves to good advantage in making identifications and fore- 
stalling imminent dangers. During 1958 we processed more than 
20,000 letters written primarily by mentally ill persons and 965 cases 
were referred to our field offices for investigation, about the same as 
last year. Seventy-eight persons were arrested. 

Miscellaneous criminal cases received during fiscal 1958 totaled 464, 
an increase of 53.6 percent over the previous year. Noncriminal cases 
numbered 1,809, an increase of 16.5 percent for the same period. 


ARRESTS 


Secret Service agents arrested a total of 3,343 offenders. There 
were 3,047 convictions representing 98.9 percent in all cases pros- 


ecuted. 
CONCLUSION 


For some time the Secret Service has been handicapped due to the 
lack of manpower. A chart which is a part of the justifications 
graphically illustrates the staffing and workload trends of the Secret 
Service from 1940 to 1958, and the extent to which personnel has not 
kept pace with work trends. 
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The comparative figures are: 








Percent 
Increase in personnel 4.7 
Increase in cases received 87.0 
Increase in backlog of Secret Service cases. 348. 0 





It is of the utmost importance now that the problems of the Secret 
Service be studied carefully with a view toward strengthening it in 
manpower and equipment so that it can effectively combat the in- 
crease in crime and protect the public from increasing losses due to 
check forgery and counterfeiting. 

Our agents are working hard and putting in long hours, but cannot 
possibly close the number of cases being received. For instance, in 
our Chicago office due to a great increase in counterfeiting in that 
area, they have approximately 1,800 cases on hand with but 13 agents, 
an average of 140 per agent. Four hundred of these cases are be- 
tween 6 months and 1 year old, and 150 of them over a year old. 
Transcribing work is far in arrears due to lack of clerical help. 

It will be noted that approximately 180 cases are closed per year 
per agent and should the funds requested be approved only 31 of 
the 47 agents provided for will be assigned to field investigations, and 
16 will be assigned to protective duties. On the basis of the current 
monthly receipt of cases projected to a 12-month period, it is esti- 
mated that 51,000 cases will be received in 1959-60. Based on each 
agent’s closing 180 cases, it would take 283 agents merely to keep 
current without reducing the backlog of pending cases. With our 
present force of 210 investigating agents and 31 additional agents, we 
would still have only 241, or 42 short of the number needed to keep 
abreast of current work. 

I should like to comment at this point that while great stress is 
necessarily placed on statistical documentation to support our budget 
estimates, I do not hold a view that statistics are the one and only 
yardstick of the problems we face in our enforcement responsibilities. 

A law-enforcement agency should be prepared with an adequate 
force in being able to meet a rise in criminal activity immediately and 
forcefully. The criminal violator should not be allowed to take root 
and grow while awaiting his turn as a “statistic” for attention by the 
enforcement agency. Inthe end this isa more costly process. Again, 
statistics cannot portray the painstaking details of a criminal investi- 
gation, the many hours spent in checking rumors and false leads, and 
eliminating innocent persons suspected of crimes. The James Ed- 
ward Tutt forgery case demonstrates this important point insofar as a 
brief summary can do so. (This case is one of those cited in the sum- 
mary of cases attached for the committee’s use.) 

Gentlemen, I ask your earnest study of our needs and favorable 
consideration of our request. I have refrained from mentioning any 
cases in my opening statement because of the time factor. However, 
I have prepared some case histories in the event you desire to put 
them in the record. 

Wuire House Portce 


The appropriation requested for the White House Police is $1,055,- 
000, an increase of $190,000 over the 1959 appropriation. Of this 
amount $126,365 is required for increases due to changes in pay scales 
and revised service step promotions authorized by the District of 
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Columbia Police and Firemen’s Salary Act of 1958 and not included 
in the regular appropriation for 1959. The balance of $63.635 is re- 
quested for 1 extra day’s pay in the amount of $3,635 and $60,000 for 
11 additional police with related expenses to extend the protection to 
those offices in the Executive Offices Building occupied by certain 
members of the White House staff. The White House has requested 
the extension of the jurisdiction of the White House Police as neces- 
sary for the protection of highly classified material. 

The requested $1,055,000 will provide a force of 164. This com- 
plement will permit an average daily working force of 101 police 
divided into 3 duty shifts, and allow the required nonworking days for 
annual leave, sick leave, holidays, Saturdays, and Sundays. 

In addition to the protection of the White House and Executive 
Offices and grounds, the White House Police augment the security 
afforded by the Secret Service agents while the President and his 
family are in residence. 

During the fiscal year 1958 the White House Police interviewed and 
turned over to the Secret Service 168 mentally disturbed persons who 
attempted to enter the White House; supervised tours of 923,921 pub- 
lic visitors through the White House; and assisted with their services 
at social functions, press conferences, and Presidential appointments, 
having a total] attendance of 42,441 persons. 

The duties of this force call for the highest degree of operating eff- 
ciency and the greatest care in the deployment of manpower to gain 
the best results in fulfilling security responsibilities. 

The request for a complement of 164 is the minimum number nec- 
essary to accomplish effectively their protective duties. 

It may interest you to know that the White House Police pistol team 
competed during the past summer with some of the outstanding city 
and State police teams in the East and they were most successful. In 
September in the Lower Merion and Springfield Township, Pa. 
matches the White House Police obtained a score of 1,197 out of a 
possible 1,200 on the Army “L” course, equaling the world’s record 
for police competition on this type course. 


Treasury Guarp Force 


The apropriation requested for the Treasury guard force is 
$338,000, an increase of $45,000 over the 1959 appropriation. Of 
this amount $31,000 is requested for increases due to changes in pay 
scales and 1 extra day’s pay, authorized by Congress and not in- 
cluded in the regular appropriation for 1959. The balance of 
$14,000 is requested for approved promotions of 63 guards. 

The request is for 68 employees, with related expenses which is 
the same number provided for in the current year’s appropriation. 
This complement will permit an average daily working force of 39 
and allow the required nonworking days for annual leave, sick leave, 
holidays, Saturdays, and Sundays. 

It is the responsibility of the guard force to protect and safeguard 
the money vaults and cash and coin rooms to prevent theft and 
burglary. In addition to the protective assignments, information 
and personal assistance are provided to the general public who visit 
the buildings. 














ib- 
eS 
ts, 


ff. 
. 


ty 
In 
bey 


rd 


39 
e, 


rd 
id 
mn 
it 





141 


Guards receive continuous training in protective techniques and 
use of various types of firearms, as well as firefighting and first aid, 
and maintain an armorer’s unit for the servicing of ordnance and 
manufacture of target ammunition for use in small arms training. 


Mr. Gary. Thank you, Chief. 


SALARIES AND Expenses, U.S. Secret SERVICE 


Program and financing 





















































1958 actual | 1959 estimate | 1960 estimate 
Program by activities: 
1, Suppressing counterfeiting and investigating check and 
NN VOMIT SS og oc cccctpendvsaddnladatbaathidiesnunds $3, 349, 217 $3, 538, 010 $3, 874, 610 
2. General administrative services--.-..-.---.------------- 133, 470 156, 224 156, 802 
EES SE ee 62, 875 68, 332 68, 588 
4. 1959 program obligated in 1958_........----------------- 25, 505 = 36, 06 |... 2c eoene 
IE Stetina bite wadecasuiwanacvesescen 3, 571, 067 3, 737, 061 4, 100, 000 
Financing: 
1959 fe ne nt IN FI oo sinc ccnwendacsnsestne —25, 505 eo 
Unobligated balance no longer available_ --..-..--.------- TG Sawin diveccsnuinedeedaudecnda 
New obligational authority ..........------------------- 3, 566, 000 3, 762, 566 4, 100, 000 
New obligational authority: 
III oo hho erie danieesk as hisho a telepaasadotes on 3, 559, 000 3, 461, 000 4, 100, 000 
Transferred from ‘‘Salaries and expenses, guard force’’ (72 
AH sadcdsvacalvaskeuswckanss4ess-sesauwnadasdnesee Me wiccadecucoustlawesatarerene 
Aperanration (ad Wisted). ......2<--.--.----.<cecscnsecacs 3, 566, 000 3, 461, 000 4, 100, 000 
Proposed supplemental due to pay increases. --.-....----|-------------- | See ee 
Object classification 
1958 actual | 1959 estimate | 1960 estimate 
Total number of permanent positions_ 427 427 491 
Average number of all employees. - - -- i 408 404 447 
Number of employees at end of year. .-....-------------------- 408 404 
Average 28 ere ak GING = « < .. 38 on nti cesccccasccts 8.9 $6,156] 8.9 $6,848 | 8.8 $6, 696 
01 Personal services: 
I Nt Se a A ccemeelsion $2, 665, 163 $2, 820, 797 $3, 059, 318 
ee a 169, 571 200, 194 233, 753 
abel gers GVO i oo ect e cscs 2, 834, 734 3, 020, 991 3, 293, 071 
AR, RRC elt hi ea A Ba a i Rad ENE IA i eI EG AE | 238, 990 258, 000 286, 200 
03 Transportation of things................-2-22<<«----+---<- 20, 780 20, 080 22, 800 
04 Communication services..............-.-.----------- 48, 512 50, 057 58, 457 
06 Printing and reproduction---......------------------ 9, 297 8, 000 8,000 
07 Other contractual services. .........-.-.--------- 74, 860 75, 008 77, 968 
08 Supplies and materials.. ........--- 73, 885 70, 413 73, 113 
i Rta seer 66, 869 55, 700 64, 700 
11 Grants, subsidies, and contributions 161, 415 184, 117 200, 491 
13 Refunds, awards, and indemnities- - 1,414 200 200 
Tinie: ntnsriekes Gait haibirwiciialniins 14, 806 20, 000 20, 000 
1959 program obligated in 1958. ......-..-.-.-----.---------.-- 25, 505 Se 
Dba IN ass sass oss es Se Seana ctiiwtidaense<e 3, 571, 067 3, 737, 061 4, 100, 000 














COMPARISON OF 


1959 AND 1960 BUDGETS 


Mr. Gary. The first appropriation item is “Salaries and Expenses, 
U.S. Secret Service.” At this point in the record we will insert a 
brief table comparing the amount requested for 1960 with the amount 


appropriated for 1959: 
Appropriation, 1959. 





Total (including anticipated pay supplemental, 


Hstimate, 1960 


1960)... ccc setaun 








Increase over appropriation, 1959 


Increase over total (including anticipated pay supplemental, 1959) - 
36439—59——_10 


$3, 461, 000 
3, 762, 566 
4, 100, 000 

639, 000 
337, 434 
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SUMMARY JUSTIFICATION DATA 


Mr. Gary. Pages 225 and 226 of the justifications will be inserted 
at this point. 
(The pages referred to follow :) 





GENERAL STATEMENT 


The funds requested under this appropriation are for the administrative costs 
in connection with the operation of the U.S. Secret Service and the carrying out 
of the basic functions with which the Service is charged, including the protec- 
tion of the President of the United States, the members of his immediate family, 
the Vice President, at his request, and the person chosen to be President of the 
United States, at all times and under all conditions; the detection and arrest 
of persons engaged in counterfeiting, forging, or altering of any of the obliga- 
tions or other securities as well as coins, of the United States and foreign gov- 
ernments; and investigations of personnel, tort claims, and other noncriminal 
eases as directed by the Secretary of the Treasury (18 U.S.C. 3056). 


EXPLANATION OF LANGUAGE CHANGES 


The requested changes in language are necessary: (1) To permit the pur- 
chase of 37 passenger motor vehicles, 25 of which are for replacement only; 
(2) to permit the purchase limitation on 10 passenger motor vehicles used for 
police-type work, to be exceeded by $135 each the cost of heavy duty alternator 
and voltage regulator necessary for efficient operation of two-way mobile radio 
units. 

Analysis of appropriation base 



































Appropriation allo- Net change in base 
cation for 1959 Adjustments in base increese (+) or 
decrease (--) 
Activity — 
Average | Amount Reduc- | Additions | Average | Amount 
positions tions positions 
1. Suppressing counterfeiting and 
investigating check and bond 
ee Se eee 371 | $3,256,206 | $56, 880 $295, 470 —5 | +$938 "90 
2. General administrative services. - 27 7 ee SS eye +14 870 
3. Executive direction.-........----- 6 a | eee i ee: +6, 426 
, ee ecnee a scnan 404 3, 461, 000 56, 880 316, 766 | —5 +25 , 886 





Analysis of appropriation base for fiscal year 1960 









































Regular appropriation, 1959 act $3, 461, 000 
PP OCRtRG TERIOR TT ROOD. ee i cactadmeweneenen eeteeboes 
Total appropriation, 1959 +3, 461, 000 
Reductions: 
Activity 1. Suppressing counterfeiting and investigating check 
and bond forgeries 56, 880 
Additions : 
Activity 1. Suppressing counterfeiting and investigating check 
and bond forgeries 295, 470 
Activity 2. General administrative services 14, 870 
Activity 3. Executive direction 6, 426 
Adjustment in base (net) +250, 886 
Appropriation base for 1960 8, 720, 886 
Increase over appropriation base for 1960 379, 114 
Appropriation estimate for 1960 4, 100, 000 
Increase or decrease from total appropriation, 1959_____-_-__-__ +639, 000 


2 Does not include anticipated supplemental for 1959 to cover the cost of authorized 
pay increases. 
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Comparison of appropriation base with appropriation estimate for 1960 





Appropriation base Appropriation esti- | Increase or decrease 
for 1960 mate for 1960 
Activity 





Average | Amount | Average | Amount | Average | Amount 
positions positions positions 





1, Suppressing counterfeiting and 
investigating check and bond 








i ee eee 366 | $3, 495, 496 414 | $3, 874, 610 48 $379, 114 

2. General administrative services - - 27 156, 802 27 156, 802 ae 
3. Executive direction. .........-..-- 6 68, 588 6 | RARER ae Es 
i Re eee eee 399 | 3,720, 886 447 | 4,100,000 48 379, 114 
Adjustment in base (net) _-....--.-- +5 | 250, 886 |..........|_.-......... —5 +259, 886 





Total appropriation for 1959 
and appropriation estimate 
BO 2900. og oncccccuckeensonnas 404 | 3,461,000 447 | 4,100,000 43 +639, 000 























ADDITIONAL AGENTS REQUESTED 


Mr. Gary. You are asking for 47 additional agents. 

Mr. Baucuman. Yes, sir. 

Mr. Gary. Are they regular field agents? 

Mr. Bavcuman. If employed they will be regular field agents; yes, 
sir. By that I mean they will be appointed to field offices and then 
we will bring in a number of agents into Washington to supplement 
the White House detail and other details on protective assignments. 
That is, experienced men will be brought in. 

Mr. Gary. They will be full-fledged Secret Service agents? 

Mr. BaueuMan. Yes, once they are investigated and appointed 
they will be full-fledged Secret Service agents. 

Mr. Gary. What classification is that ? 

_ Mr. Bavcuman. That is grade 7. They start at grade 7, which 
ls —— 

Mr. Taytor. $4,980. 

Mr. Baucuman. Then normally after a year if their service is sat- 
isfactory we promote them to grade 9, which is $5,985. 


RECRUITMENT OF AGENTS 


Mr. Gary. Do you have any difficulty recruiting agents today ? 

Mr. BaucuMan. We do to a certain extent due to the competition. 
Our entrance salary is lower than that of other agencies. However, I 
will say that the applicants we do get are very interested in the . 
Secret Service work. From friends and other sources they know of 
our work and they are interested and are willing to come in at a lower 
salary. Another advantage is that this type will usually stay with us. 

Mr. Gary. You do not think you would have any trouble recruit- 
ing the 47 that you request ? 

Mr. Baucuman. No. We know we can get the 47, and if the funds 
are approved we will step up our recruiting. That is why we ask for 
funds for only 9 months, so that by October 1 we would have the in- 
vestigations completed. Today it takes 2 or 3 months to make an ap- 
plicant investigation, that is, the type of investigation so that they 
receive top security clearance. , 
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TRAINING PROGRAM 


Mr. Gary. Do you have a training program for them? 

Mr. Baucuman. Yes. Normally the first 6 months while they are 
in a field office they are studying, reading our manual, certain regula- 
tions of the Government, legal opinions—all together there are about 
12 books or manuals they have to read. Then normally after that 
§-month period we bring them in Washington to the Treasury En- 
forcement School, which is of 6 weeks’ duration. That school is 
attended by agents of the customs service, narcotics, and other Treas- 
ury agencies. That is a general investigative school. 

Mr. Gary. Who conducts that school ? 

Mr. Baveuman. That is conducted by the Assistant to the Secre- 
tarv for Law Enforcement, Mr. Myles Ambrose. 

Mr. Gary. It is a school for the various Treasury agencies? 

Mr. Bavcuman. Yes, for the Alcohol Tax Unit, the Intelligence 
Unit, the Secret Service. The present Director is an agent of the 
Bureau of Narcotics. As I said, it is a general investigative school. 

After our agents have completed that school, we then have a 5-week 
specialized training course for Secret Service agents, such as pro- 
tection of the President; counterfeiting, forgery, and so on. 

Then we have many specialized courses. When an agent goes 
on the White House detail he has to pass a Red Cross course in 
swimming; he receives instrvetions in firefighting: and at one time 
we had them learn to land a helicopter; that is to land it, not to be- 
coine pilots. That was when they had a small helicopter and there 
was only one pilot. They learned that so if something happened 


to the pilot the agent would know enough about the plane to get the 
President landed without serious injury. 


ASSIGNMENT OF NEW AGENTS 


Mr. Gary. Then the 47 agents you are requesting would work 
across the board on counterfeiting cases and forgery and check cases, 
wherever they are needed ? 

Mr. Baveuman. That is right. 

Mr. Gary. And you contemplate that by that increase in the force 
you can attack this backlog problem ? 

Mr. Bavcuman. That is correct; but let me just add that naturally 
these new agents will not go out immediately and make investigations 
in the first 6 months. While they are studying the manuals and regu- 
lations they are also going out on raids and making investigations 
with experienced agents. 

Mr. Gary. I understand that, but the purpose of these agents is to 
attack the backlog across the board. You are not asking for these 
additional agents for any specific purpose such as forgery and coun- 
terfeiting ? 

Mr. Baucuman. No, sir. 

Mr. Gary. They would be general agents used generally wherever 
needed in the Department ? 

Mr. Bavcuman. That is entirely correct except that out of the 47, 
16 agents will replace a similar number who have been in the Service 
a couple of years who will come to Washington to work on protective 
assignments. 
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Mr. Gary. What do you mean by protective assignments? 

Mr. Baucuman. I would like to assign some additional agents to 
the President’s detail and also to the Vice President. Normally with 
the Vice President we only have two agents regularly assigned. Last 
year we used an average of 11 agents on a full-time basis in protecting 
him. We plan to assign 8 agents to the Vice Presidential protec- 
tive assignment and relieve the 11 used last year for work on other 
assignments. 

Mr. Gary. So you are increasing the protective force of the Presi- 
dent and Vice President ? 

Mr. Baucuman. That is correct. 

Mr. Gary. You are increasing that by how many ? 

Mr. Bavcuman. Actually, there will be 16. 

Mr. Gary. Sixteen of the forty-seven would be assigned to protec- 
tive duties of the President and Vice President ? 

Mr. Baucuman. Yes, sir. 


PROTECTION OF THE VICE PRESIDENT IN SOUTH AMERICA 


Mr. Gary. I want to compliment the action of your men in the 
South American episode with the Vice President. From all accounts 
they acquitted themselves unusually well, did a magnificent job, and 
apparently without any friction so far as they were concerned with 
the local officeholders of the places in which they were working. 

Off the record. 

(Discussion off the record.) 


Mr. Gary. I thought your men did exceedingly well and I am 
very glad the Secretary of the Treasury has recognized their services 
by awarding them the Exceptional Civilian Service Award. 


ADDITIONAL CLERKS REQUESTED 


Now, what about the 17 additional clerks? 

Mr. Baucuman. They will be assigned to our various field offices 
to take dictation and transcribe reports. Unfortunately, for some 
time, due to lack of sufficient clerical help, some of our agents have 
had to stay in the office and type their own reports, and naturally 
that is not efficient or good management. 

Mr. Gary. You are asking for 17. These will be, I assume, trained 
stenographers and also file clerks? 

Mr. Baucuman. Stenographers, and they are usually recruited at 
GS-4. Our stenographers do a combination of not only stenographic 
work but file work also. 


NEW FLUOROSCOPE FOR WHITE HOUSE USE 


Mr. Gary. I notice you are also asking for a new fluoroscope for 
= White House. What use is made of the fluoroscope in the White 

ouse ? 

Mr. Baveuman. It is used in the mail room of the White House to 
examine practically every package that arrives for the President and 
his family. In other words, it will show whether there is a bomb 
within the package, for instance. The present machine is leaking and 
the radiation could in time be dangerous to the operator. 
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Mr. Gary. How old is the machine that you are using now ? 
Mr. BaucuMan. I have been here 10 years. I am not certain how 
old it is, but somebody said it was about 16 years or so old. I know 
it was here before my time. (Actually purchased in 1943.) 


ADDITIONAL AUTOMOBILES 


Mr. Gary. You are asking for 12 additional automobiles. What is 
the reason for that ? 

Mr. Baveuman. That is in the event we receive funds for the 31 
additional agents for the field. ‘They will need automobiles. In some 
of our offices where there are only two or three agents, it is necessary 
for each agent to have an automobile so that they can go out and doa 
full day’s work. In some of the larger cities we do not have automo- 
biles for every agent because there is other transportation available. 


CASES HANDLED IN 1958 


Mr. Gary. Chief, you mentioned some cases, I believe. Have you 
got those? 

Mr. Bavcuman. Yes. 

Mr. Gary. This shows the type of cases that you handled during 
1958? 

Mr. Baveuman. Yes, that covers them in general. 

Mr. Gary. We will insert that in the record at this point. 

(The matter referred to follows :) 


PRESIDENTIAL PROTECTION 


On January 30, 1958, a 20-year-old man indicted and arrested for written and 
oral threats against the President, was found by the court to be mentally incom- 
petent and was committed to the Federal Medical Center, Springfield, Mo. The 
report covering an observation period described this subject as one of the worst 
mental cases ever examined at the Federal Medical Center and outlined his 
morbid and sadistic preoccupation with murder and mutilation and led to the 
conclusion, “that this patient must be regarded as a specific danger to the Presi- 
dent of the United States.” Since it is unlikely that the subject’s mental condi- 
tion will improve, the commitment was tantamount to a life sentence. 

Demonstrating the need for constant vigilance is the case of a man committed 
to a State institution in October 1958. This individual had been troubled for 
some 18 months with six voices inside his inner ear directing him to perform 
certain actions, one of which was to kill the President of the United States. 
This individual was diagnosed as a paranoic schizophrenic with homicidal tend- 
encies and was considered to be very dangerous. Medical authorities stated 
that if he remained amongst society without treatment, he would probably kill 
somebody or himself. 

Another individual arrested in Chicago in October 1958 for sending obscene 
letters to the President became violent when arrested and fought furiously with 
agents, biting one and lacerating another. A skid row habitant who served 6 
years for robbery, the subject was found to have escaped from a hospital to 
which he was returned. 

The subject of another case first came to the attention of this Service in 1953 
when he called at the Treasury and attempted to interview the Secretary of the 
Treasury. This subject had been dishonrably discharged from military service 
and he wanted the Secretary or the President to intercede in changing the type 
of his discharge. He was referred to appropriate authorities. Later, in 1956, 
this subject made threats against the President, making the statement, “If I ever 
get close to him, I’ll kill him. I have a 30-30 bullet for him.” He was arrested 
in Glenwood Springs, Colo., on March 28, 1956, and two bullets were found in his 
pocket. The case went to trial and on September 14, 1956, he was sentenced to 
6 months’ imprisonment. On September 20, 1957, this subject was arrested in 
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Baltimore after he had set fire to a telephone booth. He had attempted to tele- 
phone the President and made statements that he had a gun and was going to 
kill the President. He was charged with disorderly conduct and was subse- 
quently committed to a mental institution, from which he was dismissed on 
October 8, 1957. A few days later he was arrested in Washington, D.C., by police 
for unlawful entry and was sentenced to 60 days. On March 18, 1958, this 
subject wandered into Federal Court in Cleveland, Ohio, and sat during the 
day’s session. When court was ready to adjourn, he refused to rise with others 
and when the bailiff asked him to rise he said, “Why should I, I don’t know the 
judge.” He was sentenced to 10 days for contempt of court. This subject is an 
alcoholic and a drifter with frequent arrests for drinking, disorderly conduct, 
and vagraney. He is a subject of continuing concern to this Service in view of 
the history of threats against the President. 


COUNTERFEITING CASES 


Conrad Schiebelhut and his wife, Bernadette, were arrested in Memphis, Tenn., 
May 2, 1958, and found to be in possession of $120,000 in counterfeit $10 and $20 
notes. The arrests resulted from a tip from a merchant who recorded the license 
number of the car after an attempt had been made to pass a note. Memphis 
police quickly spotted the car and a search of the vehicle resulted in the location 
of the counterfeit notes in the trunk. This pair passed notes in Los Angeles, 
San Francisco, Seattle, Chicago, and St. Louis as wellas Memphis. They claimed 
that the notes came from an unknown source in Mexico; however, receipts in their 
possession indicated that they had made purchases in Los Angeles of certain 
equipment which could be used for counterfeiting purposes, and investigation 
there subsequently revealed that they were responsible for the manufacture of 
the notes. While being questioned, Mrs. Schiebelhut maintained an air of com- 
posure but as she was being led away to a detention cell and observed photog- 
raphers and reporters her docility gave way to fury. In her frenzied efforts to 
break away, she clawed, kicked, bit, and gouged with her fingernails. Her fury 
ceased with the same suddenness and after she had calmed down, she was 
escorted to a cell. On July 11, 1958, Schiebelhut and his wife were sentenced to 
serve 30 years and 10 years respectively. 

On June 19, 1957, a new counterfeit $5 note appeared in Chicago and analysis 
of the note revealed that it was of the same workmanship as a counterfeit $10 
note, a counterfeit $20 note, and a counterfeit $1 note, which had previously 
appeared in circulation. The following day four men were arrested in Chicago 
for passing the counterfeit $5 notes and between June 21 and July 7, 12 more 
passers were arrested. One of these passers, when taken into custody, chewed 
up and swallowed two of the counterfeit notes. On July 13, Martin Luther 
Bough, Jr., and his brother, Donald were arrested in Chicago for manufacturing 
these notes and Jesse Cowan was arrested July 15 for conspiracy to manu- 
facture and sell these notes. The Boughs made $60,000 worth of the notes 
which were printed at a legitimate printing plant where Martin Bough was 
employed as a platemaker and pressman. His brother, Donald, a former em- 
ployee, made the negatives for all the notes. They worked after regular hours 
unknown to the owner of the plant. Martin Bough furnished the entire out- 
put to Jesse Cowan in payment for narcotics and Cowan was the principal dis- 
tributor of the notes. During the period July 16 to August 6, nine more passers 
of these notes were arrested. The principals in this case, Cowan, Martin Bough, 
and Donald Bough, were sentenced to 4, 3, and 3 years respectively on January 
28, 1958. During the trial of Cowan, it was learned that he had threatened 
other defendants if they testified against him, and Cowan was indicted for this 
offense. Most of the passers involved in this case were narcotics addicts. 

On March 27, 1958, a new counterfeit $20 note appeared in San Francisco 
and within a few days these notes began to circulate in Los Angeles and Sacra- 
mento, Calif. On April 2, 1958, Nilo Rivera and Raymond Mezzanato were ar- 
rested in San Fernando for passing these notes and on April 5, John Edward 
Walker, whose car had been used by Rivera and Mezzanato for their note 
passing expedition, was arrested at Los Angeles for the sale of these notes to 
this pair of passers. On April 8, William Floyd Smith, another passer, was 
arrested in Los Angeles. 

Early in the morning of April 19, two men, Donald Myers and Milton Bieber, 
driving a rented automobile, struck a tree in Wilmette, IIl., and police found 
29 of the counterfeit notes of the type passed in California in their possession. 
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At the hospital to which they had been taken, Bieber requested a nurse to call 
one Danny Nash at a Chicago hotel, and investigation at Chicago disclosed that 
Nash had checked in on April 18, giving a San Fernando, Calif., address, the 
same address given by the person in whose name the car had been rented, Danny 
Migdol. Communication with the Secret Service Los Angeles office revealed 
that Nash’s description matched that of a Danny Migdol, who with Bieber and 
Myers, were suspected of being the manufacturers of this note. Handwriting 
examination established that the signature on the rental agreement for the car 
in the name of Migdol matched the signature of the person registered at the 
Chicago hotel in the name of Nash. Migdol was arrested in Chicago and con- 
fessed that he and Bieber and Myers had printed 1,500 sheets of counterfeit 
$10’s and $20’s, 2 notes to a sheet, and had passed notes in California in com- 
pany with one James Matlock. After the arrest of the passers in California, 
Migdol, Bieber, and Myers left Los Angeles by automobile taking with them 
about $50,000 in the counterfeit notes. At St. Louis, Migdol separated from the 
others and went ahead to Chicago where he was later joined by Myers and 
Bieber. The balance of the $50,000 in notes was allegedly destroyed. Matlock 
was arrested April 28, 1958, in San Francisco, and $7,870 in these counterfeit 
notes were seized. Mezzanato, Rivera, and Walker were sentenced to a year 
and a day, Smith to 3 years, and Myers and Bieber to 5 years. Matlock, who 
testified for the Government, was given 5 years probation. Migdol has not as 
yet been sentenced. 

Recently John W. Riadon, a printer, was sentenced to 15 years in prison for 
the manufacture, possession, and sale of counterfeit notes. Riadon was the 
principal figure in a counterfeiting case centered at Nashville, Tenn., which fol- 
lowed the traditional pattern of such lawless ventures, that is, an investment 
in equipment and materials, a safe place in which to manufacture the product, 
the technical knowledge to produce a quality product, and a distribution outlet 
of wholesalers and retailers. From the time the first of 5 types of coun- 
terfeits manufactured by this group appeared in circulation at Indianapolis 
on November 16, 1957, through September 30, 1958, 45 Secret Service officers 
had reported the receipt of a total of $111,910 of these notes. Those offices 
cover 38 States and the District of Columbia. Twenty-five persons have been 
arrested in six States. 

An agent from our Kansas City office successfully infiltrated this gang. He 
made an initial purchase of $2,500 from Riadon at Memphis and contracted 
for a larger delivery at the Nashville airport. 

Riadon was arrested in the act of delivering $75,000 worth of counterfeits at 
Nashville. However, despite these arrests these counterfeits were passed in 
Mississippi, Tennessee, Michigan, Indiana, and the District of Columbia, during 
November, and much work remains to be done before this activity can be con- 
sidered as completely suppressed. 

Gilbert Filizzola and Joseph Puma, both racketeers, were arrested in a New 
York hotel room as they were negotiating for the sale of $50,000 in counterfeit 
notes to a Secret Service agent posing as a distributor of counterfeit money. 
The $50,000 in notes, with a sale price of $12,500 in genuine money, was seized. 
Information obtained during this transaction indicated that Filizzola had previ- 
ously sold $40,000 in these notes to a Walter Bell of Las Vegas. Following up 
this lead, agents arrested eight men in various cities in California, Texas, and 
Nevada, all of whom had been supplied with notes by Bell. Bell was finally 
located in a Hollywood hotel. When he refused entry, agents broke in the door 
to his room and served an arrest warrant. They recovered $6,960 in counterfeit 
notes secreted in his luggage. ; 

These counterfeits continue to be actively passed, having appeared during 
November in Los Angeles, Sacramento, Salt Lake City, Denver, Las Vegas, and 
New York. 

CHECK FORGERY CASES 


A forgery investigation recently conducted by our Baltimore office culminated 
with the arrest of James Edward Tutt and five others, now awaiting trial. 

Sixty Treasurer’s checks are now known to have been forged and negotiated 
by this group. Most of the checks represented veterans compensation, veterans 
pension, social security benefits, and Railroad Retirement Board benefits. It 
was first necessary to locate and personally interview each payee. Due to the 
transient nature of some segments of our population, this in itself represents 
considerable investigative effort. In many instances it was necessary to inter- 
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view several members of each payee’s family, and several persons residing at or 
near the payee’s home. Wach place of business defrauded by this group had to 
be visited and lengthy interviews held to determine all the facts surrounding the 
negotiation of each check. Statements had to be taken and reduced to writing, 
later to be presented to the United States attorney for his use in the prosecution 
of the case. Reports had then to be submitted to the Treasurer of the United 
States for each individual check, stating whether each had a valid claim for a 
duplicate check. Householders in the vicinity where the checks were stolen 
were interviewed in a search for clues as to the identity of the forgers. Rumors 
and false leads were run out. Police officers who patrolled the areas were 
alerted and their cooperation solicited. Agents patrolled the streets on the 
dates the checks were due to be delivered hoping to obtain information or ob- 
serve some person stealing a check. Written warning notices were issued to 
merchants. Personal calls were made on many merchants to urge them to 
scrutinize carefully the identification offered by any stranger who presented a 
check. They were urged to question such persons extensively and to phone the 
police if not fully satisfied. 

Eventually, on September 3, 1958, an investigation which had begun in No- 
vember 1957, began to take shape and the first of the six defendants was ar- 
rested. It was not until November 10, 1958, that the last of the group, Ella 
Owens, was arrested by our Baltimore office. All members of this group ar- 
rested in various States have confessed and estimate they have forged about 
60 checks of all types, the largest being for $908.60 and the smallest for $19. 

Many hours are yet to be spent before the grand jury and in the courts before 
this case will be marked “closed.” 

The operations of an organized gang of check forgers which operated in Co- 
lumbus, Ga., from October 1957 until June 1958, was broken up when the leader 
of the gang, one Eddie Hunter, and two of his accomplices were arrested on 
June 2. Within a matter of days other arrests followed and altogether 17 mem- 
bers of the gang were taken into custody. Hunter’s apartment was used as the 
headquarters of the gang and he made the assignments. New recruits had the 
job of stealing the checks and, if successful, were promoted to preparing fraud- 
ulent identification, then to forging the endorsements, and finally to actually 
negotiating the checks. Rented automobiles were used in stealing the checks 
and in driving from store to store for cashing the checks. During the peak of 
operations the gang leader flew to Washington where he paid cash for a new 
Cadillac automobile which he drove back to Columbus. 

Demonstrating the ease with which this gang negotiated checks, on one oc- 
casion four members had five checks each to cash. They went to a liquor store 
where each cashed a check in the purchase of a bottle of whisky. They then 
met at a nearby beer parlor, changed hats, and returned to the same liquor 
store, each cashing another check in a like purchase. They repeated this proc- 
ess of exchanging articles of clothing until each had cashed his five checks at 
the one establishment. The forgers referred to this victim as “the blind bunny.” 

At one time three members decided to operate independently of the gang and 
they stole a number of checks which one of them, an ambulance driver, hid in a 
casket at a funeral home. One of the splinter gang members later slipped back, 
stole the checks from the casket, and sold them to Hunter. The latter then as- 
signed one of his female operators to cash the checks, furnishing the usual iden- 
tification, and when he later learned that she had given the proceeds to her boy 
friend, he gave her a severe beating and three days later she died. It was 
suspected, but not definitely confirmed, that she died from poisoned liquor given 
to her by Hunter. Her body was disinterred for autopsy but conclusions were 
not positive. 

To date 110 forged Government checks have been positively identified as the 
work of this gang and it is expected that before the investigation has been 
finally completed, several hundred checks will be associated with their activities. 
Principals of the case estimate that they stole and forged some 600 checks. All 
members of the gang were convicted and received sentences ranging from 7 to 8 
years. ; 

In August 1958 Austin McGibbs was arrested in New York City for the forgery 
of a Treasury check in the amount of $8,106.18. Aside from the large amount, 
the unusual part of this case is that the forger thought the check was only for 
$106.18 and presented it to a liquor dealer who also thought it was in that amount. 
The storekeeper gave the forger $25 in cash and his purchase of a bottle of 
whisky and told him to return for the remainder. Examining the check 
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again and seeing its actual amount, the merchant telephoned the payee and 
learned that the check had been stolen. The Secret Service was notified and, 
when McGibbs returned, he was arrested. His comments, when told of his 
mistake, are unprintable, but he did sadly remark that he could have “fenced” 
the check for $2,000. He had previously served 2 years for forgery and he 
was sentenced to serve 3 years in this case. 

Our office at Richmond, Va., received approximately 80 Treasurer’s checks 
which bore forged endorsements apparently made by the same individual. Sim- 
ilar forgeries also appeared at Norfolk, Va., and at Washington, D.C. 

Extensive investigation over a period of many months did not develop a 
worthwhile clue until early in July 1958. Our agents were then informed by a 
merchant who had accepted one of the forged checks that the forger had driven 
away from the store in a 1958 Oldsmobile. The agents then visited all Olds- 
mobile dealers in the Richmond vicinity and compared the forged endorsements 
with handwriting on all sales contracts for 1958 Oldsmobiles. The writing of 
Emmett Lee Purcell, Jr., was thought to be. the same as the forgeries. Investi- 
gation disclosed that Purcell was employed on a night shift in a railroad office. 
He was identified as the forger by one of the victim merchants and an arrest 
warrant was issued. Agents took him into custody as he approached the 1958 
Oldsmobile at the end of a night’s work. In the car a loaded revolver, a box 
of shells, a blackjack, and identity cards in several names were found. Under 
the floor mat they found a forged Treasurer’s check which Purcell said he 
intended to pass that morning. He admitted forgeries totaling over $9,000 and 
was subsequently sentenced to 3 years in prison. 


BOND FORGERY 


A major bond forgery case was brought to a conclusion in July 1958 when 
members of the gang were convicted and sentenced. 

In May 1954, a young woman entered a Jacksonville, Fla., bank and opened 
an account, identifying herself as Mrs. Emilia Coutu of New York City. She 
deposited the proceeds of six $1,000 U.S. savings bonds to a checking account 
and withdrew $1,000. Later in the day she returned to the bank, introduced her 
companion as her husband, and presented another $8,000 in bonds. She deposited 
$3,500 and received the balance in cash. She told the bank officials she and her 
husband were dealing in real estate. When communication between this bank 
and another bank revealed that the same couple had negotiated bonds in both 
banks, suspicions were aroused and investigation revealed that the bonds had 
been stolen in a Rhode Island burglary. The couple was arrested and at the 
same time three other persons were arrested in St. Petersburg, Fla., attempting 
to negotiate $38,000 in bonds at a bank. These individuals were identified as 
Herbert Grossman, a White Plains, N.Y., attorney, Fred Kaplan, and Irving 
Rathbaum of New York City. The first couple were identified as Patsy Man- 
ganelli and Rose Libonti of White Plains. 

Concurrently with these arrests complaints were received that various banks 
in Westchester County, N.Y., had been victimized with forged bonds which had 
been stolen in various burglaries. In one burglary in Brooklyn, a woman doc- 
tor was awakened from her sleep at the point of a gun by three masked bandits. 
She was made to open her safe, and the contents, which included a number of 
bonds, were stolen. While the robbery was in progress, a dog owned by her 
children barked, and, demonstrating the utter sadistic viciousness of the gang, 
one of the members picked up and strangled the dog, and hung it on a picket 
fence outside the house. In another case an elderly man was held up in his 
home by robbers who bound and gagged him and stole his bonds. All these bonds 
were forged and negotiated at various banks in Westchester. Manganelli and 
Libonti admitted negotiating all the bonds in Westchester but denied the bur- 
glaries, naming Grossman as the person supplying the bonds. Grossman event- 
ually admitted he was the fence for the bonds. Subsequently, Anthony Carubia, 
a man with a long criminal record, and Benjamin Waldman, a known hoodlum, 
were identified as the source of the bonds. They were arrested and while out 
on bail were arrested again on other charges. In July 1958, Carubia and Wald- 
man went to trial and were found guilty and were sentenced to serve 5 years. 
Grossman testified for the Government and received 1 year and a day. Libonti 
and Manganelli were given 3 years, suspended, and 3 years probation. The dep- 
redations of this group involved some half million dollars, the results of 
burglaries committed in Rhode Island, Connecticut, New York, and New Jersey. 
All the defendants face prison terms in the States where these burglaries 
occurred. 
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INCREASE IN CRIMES 


Mr. Gary. Chief, how do you account for this very large increase 
in counterfeiting, check forgery—I believe you did account for the 
increase in check forgery by the fact a larger number of checks are 
being issued ? 

Mr. Bavcuman. That could be one good cause. 

Mr. Gary. And bond forgery. Do you have any special idea as to 
why this large increase in those crimes? 

Mr. BAucuman. Mr. Chairman, that is difficult to pinpoint. If we 
knew the cause of crime and could get at the source, we could eradicate 
it entirely. The large increase in counterfeiting is very unusual. 
Men in the counterfeiting business might be called real tough crimi- 
nals, but quite a number of these violators in the last year or two have 
no prior record. All of a sudden they enter the counterfeiting busi- 
ness, obviously to make an extra dollar, dishonest dollar. 

In a number of cases these counterfeiters are ex-printers. They 
have gone into legitimate shops where they are employed and printed 
counterfeit money at night unknown to their boss. But the exact 
cause of the great increase is difficult to explain. 

Mr. Gary. Have you noticed any tendency for those violations to 
increase in times of recession or depression when money is harder to 
get than at other times? 

Mr. BaucuMan. Years ago we made quite a comprehensive survey 
and the receipt of counterfeit money did not compare with the eco- 
nomic situation at the time. As I said earlier, naturally, these coun- 
terfeiters are out to make dishonest dollars. Obviously, they want 
more money to spend. I couldn’t say that it has anything to do with 
the recession. If jobs are tough to get and if a fellow has some diffi- 
culties and has some dishonest connection to make an illegal] dollar, he 
will, naturally. 

Mr. Gary. You would not think though that the upward trend of 
the economic picture would lessen the number that you would have to 
deal with next year? 

Mr. Bavcuman. Not necessarily. I am not sure of the recession 
dates, but this increase in counterfeiting started a couple of years ago. 
I think that was before the so-called recession. 

As to checks, I mentioned earlier there is an increase in the num- 
ber being issued by the Government and undoubtedly that is one 
cause. have noticed lately we have had so many multiple-theft 
forgeries. It is not uncommon for a group to get together and become 
professional to the extent that two or three might steal checks and 
have a couple more to cash them, Sometimes they involve hundreds 
of checks. 

Mr. Gary. They form sort of a syndicate, in other words? 

Mr. Baucuman. Yes, on a businesslike basis. One of the cases I 
mentioned in Atlanta, Ga., is a typical example. That applies 
throughout the country, where as a few years ago it seemed you 
might arrest one forger and find that he was responsible for a num- 
ber of checks, but today it runs up into a couple of hundred. That 
unndoubtedly is one cause. 

Mr. Gary. Do you experience difficulty in getting to the topmen 
in these various enterprises ? 
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Mr. Baucuman. No. We have been in time successful in getting 
to the source. I feel confident if we had the manpower to send an 
agent out to make an investigation as soon as we received a check 
forgery case we would get far better results and more quickly iden- 
tify and arrest the forger. 


NONSTANDARD EQUIPMENT ON ADDITIONAL AUTOMOBILES 


Mr. Gary. Returning to the question of the automobiles for a 
moment, you are asking for new language under which the heavy- 
duty alternator and voltage regulator would be the only nonstandard 
equipment purchased. Would the additional cost be limited to $135 
in every instance? 

Mr. Baueuman. Yes. It should be, although I will correct my- 
self. There is a slight variation. Is it the cars involved, whether a 
Ford or Chevrolet ? 

Mr. Taytor. We can’t tell on that. Bids are put out by the Fed- 
eral Supply. It varies. We based this $135 on experience last year, 
with the heavy-duty battery and alternator. I believe it cost us about 
$135 per car for installation. 

Mr. Gary. What is the purpose of that ? 

Mr. Taytor. For the radio. 

Mr. BaucuMan. Two-way radio cars. They are necessary or you 
just wear down your battery. 

Mr. Gary. Is that the only nonstandard equipment you use? 

Mr. BaucHMan. Yes, sir. 

Mr. Gary. The change in language which you are requesting would 
give you on 10 police-type cars such money as you may require, 
without regard to the general purchase price limitation for the cur- 
rent fiscal year. That would open it pretty wide, would it not? 

Mr. Jounson. It would permit us to pay whatever we had to pay 
for these additio~al accessories, but only on that number of cars, 
not on the whole fleet. 

Mr. Gary. But in addition to that it would let you buy most any- 
thing you wanted. It does not limit it to that particular item. 

Mr. Jonnson. The language, Mr. Chairman, is not limited, al- 
though we have tried to make it clear in the justifications what we 
do intend to do and you will notice in the justification there is some 
slight variation in the accessories between the various bureaus, but 
in the case of each bureau we have tried to indicate to the committee 
in the justifications what those additional accessories will be and 
approximately what they will cost and it will be our intention to 
follow that procedure. 


ADDITIONAL AGENTS REQUESTED 


Mr. Gary. You have indicated, Chief Baughman, that at times 
you have called in your best trained men from the field to help pro- 
tect the President. You ar» asking for 16 additional agents for 
that purpose. I assume that these 16 additional agents would be 
on full time; is that right? 

Mr. BaucuMan. Yes. 

Mr. Gary. Assigned full time for that purpose, and you think 
you need 16 additional agents in addition to the temporary agents, or 
the agents that you call in for special events? 
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Mr. Baucuman. That is right. They would really supplement 
them. 

Mr. Gary. You would still use some of the field agents on special 
occasions, but if you had this addition of 16 men you probably would 
not need as many of them, would you? 

Mr. Baucuman. That is correct; yes. There is always an occasion 
where the President travels to another city and it is necessary to use 
other men, but that is for a short duration. 

Mr. Gary. Do you think with this addition that you could take 
care of most of the situations in Washington ? 

Mr. Baucuman. I feel sure we can. 

Mr. Gary. Do you give any protection at all to the foreign visitors 
coming in ? 

Mr. BaucuMan. Not now. That is handled by the State Depart- 
ment. 

FREIGHT COSTS FOR NEW AUTOMOBILES 


Mr. Gary. With reference to your request for an allowance of $200 
each for the delivery of 37 automobiles requested in 1960, where will 
these automobiles be delivered ? 

Mr. Baucuman. To the various offices throughout the country. 

Mr. Gary. And to whom will the $200 be paid ? 

Mr. Baucuman. Two hundred ? 

Mr. Gary. Yes. 

Mr. Taytor. That is freight cost for delivery of the requested cars 
that is billed for transportation from the factory. That is an aver- 
age cost. Some may be more than $200, some may be less. 

Mr. Baveuman. We pay the f.o.b. charges usually from Detroit. 
That is an average cost. 

Mr. Gary. Is that paid to the carrier or is it paid to the dealer? 

Mr. Tay or. In some instances to the carrier; in some instances to 
the dealer. 

Mr. Gary. It is not just a device to get around the fixed price or 
the limitation ? 

Mr. Tayrtor. The limitation still applies, regardless of the freight 
paid. It isn’t included in the limitation. In other words, the price 
that Federal Supply bills us for the car is within the limitation price 
and the freight is in addition to that. 

Mr. Gary. It is the actual cost of the transportation ? 

Mr. Taytor. That is right. 


REPLACEMENT OF TYPEWRITERS 


Mr. Gary. With reference to your program for replacement of type- 
writers, how many typewriters do you have in the Service? 

Mr. Taytor. I don’t have the total number. We have 121 standard 
typewriters over 16 years old that are in need of replacement. 

Mr. Gary. You replaced 20 last year, I believe. 

Mr. Baucuman. Yes, sir. 

Mr. Gary. You have 121 over 16 years old. Can you furnish us, 
or please insert in the record, the total number you have in the De- 
partment ? 

Mr. Taytor. Yes, sir, and the age. 
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_ Mr. Gary. And how many typists and stenographers do you have 
inthe Service? = 

Mr. Taytor. I will insert that too. 

(The information follows :) 

The Secret Service has 305 standard typewriters of various carriage lengths 


assigned to 58 field offices and headquarters. These typewriters are used by 
270 agents and 121 clerk-stenographers and typists throughout the Service. 











Typewriters (carriage 11 to 13 inches) 283 
Typewriters (Carriage 14 to 20 inches) “22 
Total 305 





2 For special forms. 


One hundred and twenty-one of these typewriters are over 16 years old, 16 
are over 10 years old, and 168 are less than 10 years old. 

Due to a shortage of stenographers with relation to workload and investigative 
personnel it is necessary for special agents to type reports. 

While these typewriters are not in full-time use they should be available for 
use of agents to expedite reports. Of the 283 standard-size typewriters 162 
are available for 270 agents, the balance being in use by clerks. 

Mr. Gary. The reason we are asking this question is because ap- 
parently your number of typewriters greatly exceeds your number 
of stenographers and typists and if you want to put some explanation 
in there we would be glad to have you do so. We are just trying to 
get the facts. ‘ 

Mr. Baucuman. The explanation is that the agents use the type- 
writers too. ; 

Mr. Gary. I thought that is probably what it was, but give us 
the number and any explanation you want to make. 


STAFFING AND WORKLOAD TRENDS 


You referred to a chart illustrating the staffing and workload trends 
of the Secret Service from 1940 to 1958. Will you insert a copy of 
that chart in the record ? 

Mr. Baucuman. Yes. That is on page 236. 

Mr. Gary. We will insert it in the record at this point. 

(The information referred to is as follows:) 
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CASELOAD 


mation contained in tables on pages 230-235. 
(The information referred to is as follows:) 





Protective research cases (requiring field investigations) 


Mr. Gary. We will also insert at this point in the record the infor- 




















































































































Cases Cases Cases pend- Pending 
Fiscal year received closed ing close of Arrests Convictions court 
year action 
Senne wo 1, 495 1, 905 68 93 97 4 
=e 1,016 931 153 85 75 9 
Sa 949 896 206 66 65 6 
reer 965 1, 092 79 78 72 9 
1959 (4 months)- -- 269 278 70 42 36 14 
Counterfeit cases 
Cases Cases Cases pend- Pending 
Fiscal year received closed ing close of Arrests Convictions court 
year action 
Se 1, 258 1, 245 227 186 176 59 
Pigiwincne steed 1,471 1,474 224 166 154 50 
ae 1,772 1, 739 257 319 251 85 
eee ae 3, 173 2,978 452 335 259 115 
1959 (4 months) _ -- 1, 329 1, 324 457 83 7 114 
Counterfeit notes and coins confiscated 
New note issues 
Fiscal year In cireula- | Captured in 
tion plants 
Foreign Domestic 
14 110 $107, 457 $919, 722 
21 51 73, 041 445, 045 
17 84 107, 295 1, 446, 703 
10 305 142, 622 568, 671 
19 84 119, 961 827, 086 
Check forgery cases 
Cases Cases Cases pend- Pending 
Fiscal year received closed ing close of Arrests Convictions court 
year action 
icin cvicceseaineen ; 30, 177 15, 222 2, 825 2, 533 799 
_, ey. 27,110 30, 619 11, 713 2, 831 2, 663 737 
Ic iotigcabietaedigiiaich 24, 852 26, 531 10, 034 2, 762 2, 473 816 
See 33, 648 27, 505 16, 177 2, 763 2, 559 836 
1959 (4 months) - .- 13, 005 11, 431 17, 751 823 816 780 
Ratio of check investigations to number of checks paid 
Number of 
Number Check inves- | check inves- Value of 
Fiscal year checks paid tigations tigations per | check cases 
received million closed 
checks paid 
| a 
329, 490, 000 33, 260 101 $2, 609, 335 
345, 632, 000 27,110 79 2, 631, 178 
363, 102, 000 24, 852 69 2, 370, 178 
397, 590, 000 33, 648 85 2, 577, 593 


























_ 


June | 


— 


_ No 
Jected 
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Bond forgery cases 











Fiscal year Cases Cases Casespending} Arrests Convictions | Pending court 
received closed close of year action 

5, 607 4, 961 2, 709 86 76 32 

4, 090 4, 398 2,401 89 80 37 

3, 382 3, 594 2, 189 68 65 34 

4,043 4, 205 2,027 72 69 34 

1950 (4 months)... 1, 606 1,320 2,313 20 20 23 























Note.—The value of bonds in closed cases in 1955 was $437,104; 1956, $490,646; 1957, $483,262; 1958, $650,872, 


Miscellaneous cases 











Cases Cases Cases pend- Pending 
Fiscal year received closed ing close of Arrests Convictions court 

year action 
, 694 2, 736 328 121 125 126 
2,370 2, 339 359 79 97 86 
1,771 1, 842 288 91 78 84 
1, 854 1, 836 324 57 61 62 
195; 2, 373 2, 254 325 95 88 55 
1980 (4 months)... 810 794 341 27 30 46 























Actual workload for 1957 and 1958 and estimate for 1959 and 1960 based on each 
agent engaged in investigative work closing an average of 15 cases per month (180 


cases per year) 




























































































1957 actual | 1958 actual | 1959 esti- | 1960 esti- 
mate mate 
Average number of agents (field investigations) .......... 213 212 210 233 
Inspectors and special investigators. .......-...--....-.- 7 7 7 7 
Cases pending beginning of year: 
Counterfeit cases. 224 257 452 467 
Check cases 11,713 10, 034 16,177 | 28, 540 
ON NEE ive pnb scncsnisnsdanwcedcvasienanuanaackau 2, 401 2, 189 2,027 | 2, 885 
Protective research... £ 153 206 79 52 
Other criminal and noncriminal.-.........-.-..-.-- 306 325 373 
NUNES: sont nds aidautntdadtssitdasadndbibennkls 14, 779 12, 992 19, 060 32, 317 
Cases received: 
Counterfeit cases. 1,772 3, 173 3, 987 3, 987 
eck cases 24, 852 33, 648 39, 015 39, 015 
Bond cases...._- wa 3, 382 4,043 4, 818 4, 818 
i Te 949 807 807 
Other criminal and noncriminal..-...............-- 1, 854 2, 273 2, 430 2, 430 
Toa. =... eaeaabaiasen denna 32, 809 44, 102 51, 057 51, 057 
Oases closed: 
RIO ONr atte GUNN does esc ti cosedeacied 1,739 2,978 3, 972 4,000 
heck cases 26, 531 27, 505 26, 652 30, 340 
Bond cases 3, 594 , 960 4, 400 
Protective research......- 896 1, 092 834 800 
Other criminal and noncriminal 1, 836 2, 254 2, 382 2, 400 
2 ey ene tee ee CE eae anny are 34, 596 38, 034 | 37, 800 41, 940 
Notg.—Estimated backlog June 30, 1960, 41,434; average number of cases per agent, 177. 
Pending 6 months Over Non- Pending Total 
or less 6 months | criminal | prosecution 
June 30, 1958._..... 11, 704 3, 911 200 | 3, 245 19, 060 

















Note.—Number of cases received in 1959 and 1960 based on actual receipts for first 4 months in 1959 pro- 


jected to 12 months. 
36439—59——-11 
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Statement showing disposition of criminal cases for the fiscal years 1955, 1956, 1957, 
and 1958 and the number of cases pending as of June 30 





Indict- Not Dismissed 
indicted before 


Fiscal year Convicted | Acquitted ment 
dismissed indictment 





2, 979 58 43 128 
3, 050 54 68 151 
2,915 46 40 155 
3, 047 33 31 163 























DISPOSITION RATIO 





1955 | 





Convicted 91. 
Acquitted____ 1. 
Indictment dismissed 13 
Not indicted ¢ 
Miscellaneous 4. 








CASES THAT WENT TO TRIAL, 





ERS a one ae ce ee ee 98. 1 2 98. 
Acquitted 1.9 . i, 








CASES AWAITING ACTION OF THE COURTS AS OF JUNE 30 





| 
ET a wig hig mca ie aenem ee | 26 49 | 
Counterfeit coins 5 
eee eee : i 
| SELLE TAAL, AE | 
Check forgeries 
Bond forgeries. _- 
All other. 


Total 











AWARDS GIVEN CHIEF BAUGHMAN 


Mr. Canriretp. Chief Baughman, like the chairman, I want to com- 
cet you and your men on the job you did, affording the Vice 

resident of the United States protection on his trip to South Amer- 
ica in 1958. I am glad to hear that deserved recognition was accorded 
this performance by the Secretary of the Treasury. 

If I am not mistaken, you were the recipient of another high award 
during 1958. What was that? 

Mr. Bavcuman. The National Police Officers Association presented 
me with a medal of merit for distinguished service in law enforcement 
and protection of Presidents. 

Mr. Canrietp. Were you not previously accorded some honors by 
the U.S. Civil Service League? 

Mr. Bavcuman. The National Civil Service League. That was in 
wn I was one of the 10 Federal career employees who received an 
award. 

Mr. Canrtetp. For outstanding achievements in public service? 

Mr. Baveuman. That is correct. 

Mr. Canrtetp. I am given to understand that you are leaving for 
Philadelphia today to receive another award. 

What is that? 
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Mr. Baveuman. From the Artisans Order Mutual Protection As- 
sociation. They are going to present me an award for outstanding 
civic services. 

Mr. Canrrexp. I am sure the committee is glad to hear that too. 

Now Chief, the statement you present today is a very well prepared 
statement. 

Mr. Baueuman. Thank you, Mr. Canfield. 


BACKLOG OF CASES 


Mr. CanFieLp. Over a period of some years you have been telling 
us about your difficulties, the backlog of cases under your jurisdiction, 
but this is the most forceful presentation you have ever made. Some- 
how I sense that for sometime you have not been altogether happy in 
your assignment because of the demands made upon you and your 
force. Am I wrong in any conclusion of that kind ? 

Mr. Bavcuman. You are not wrong, but of course, we have gone 
along. I realize in the Government as a whole the overall picture has 
to be studied and not individual agencies. We have tried to do our 
best under those circumstances, but this caseload just got ahead of us. 

Mr. CanrieLp. But this year you really put in on the line. There 
are some punchlines in this statement and I say again, it is a very 
forceful statement. It is stronger than any other statement that you 
have made during the years you have been appearing before us. 

Mr. Baucuan. I felt we ia to state the facts so that you and the 
rest of the committee members might be familiar with our situation. 

Mr. Canrigevp. I want to repeat for the record your conclusion re- 
garding the job you face. You tell us that from 1940 to 1958 you 
had an increase in personnel of 4.7 percent, increase in cases received 
totaled 86 percent and the increase in backlog of Secret Service cases 
altogether during those 10 years has been 348 percent. 

Mr. Baveuman. That is correct. 

Mr. Canrievp. Frankly, I am at a loss now to understand why the 

Treasury Department has allowed the increase to reach such propor- 
tions. I think it is the duty of the Treasury to keep us more abreast 
of this situation and we ourselves have a responsibility to you, and 
through you, to the people of the United States, which 1 doubt we are 
discharging to the fullest. 
_ I say that because of this new record indicated here today. Having 
in mind this backlog that you tell us about, certainly you must have 
some system of priorities in reducing that backlog. What would that 
system entail? In other words, some cases are more serious than 
others, having in mind forgeries, counterfeiting, etc. 

Mr. Baueuman. That is correct. First, we give preference to 
threats against the President; that is, investigating those cases 
first and then counterfeiting cases. If there is an increase in counter- 
feiting in a particular area, the agents will concentrate on that and 
thus the check cases must await attention. 

Mr. Canrietp. There is one thing that this subcommittee has been 
very insistent about down through the years and that is that the 
Treasury not pinch pennies at the expense of protection of the Presi- 
dent and his family and of course, more recently; through statute, 
the protection of the Vice President. 
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Do you believe that in this budget today you are asking for sufficient 
funds for the how of protection of the Fresident and his family and 
the Vice President that is necessary and that we want to have? 

Mr. Bavcuman. Yes. This is sufficient for that purpose, and I 
want to thank you, Mr. Canfield and Mr. Gary, for your remarks. 
You have always given us the fullest cooperation when we have asked 
for money for the protection of the President. 

Mr. Canrtetp. Do you believe that, given these 16 additional 
agents, you can do the job that is required ? 

Mr. Bavcuman. Yes; very well. 

Mr. Canriexp. In this prime field of endeavor in which you are 
mandated by law to do the job? 

Mr. Baveuman. Yes. We will be able to plug a couple of weak- 
nesses with this help. 


SALARIES OF AGENTS 


Mr. Canrietp. You said something, Chief, about the Secret Service, 
one of our top law-enforcement agencies, being compelled to employ 
men at lesser salaries than those received by other enforcement agen- 
cies. What is that picture? 

Mr. Bavcuman. Well, of course, we are under civil service regula- 
tions and the other Treasury agencies are in the same position, but it 
is a fact there are other Government law-enforcement agencies who 
will pay two or three grades higher for those entering upon duty with 
the Government. 

Mr. CanrieLp. What agencies are those ? 

Mr. Baveuman. Well, the FBI, for instance, starts their agents at 

ade 10. CIA—I am not certain—it is either 10 or 11. A number of 
the military investigative agencies have higher grades. Even civil 
service investigators—I don’t know their entrance salaries—but their 
investigators are, on an average, in a higher grade than the Secret 
Service, which does criminal work, plus applicant investigations. 


REDUCTION IN BACKLOG OF CASES 


Mr. Canrtexp. In this budget you are asking for 47 agents and 17 
clerks. 

Mr. Baucuman. Yes. 

Mr. Canrietp. How much progress will be made in knocking down 
your backlog with those agents ? 

Mr. Bavcuman. As I stated earlier, we really won’t get much use 
out of the agents until they have been in the Service several months, 
but at the end of the year, they should be experienced enough to go out 
and work on some, let us say, minor cases. Our statistics have shown 
that the average agent closes about 180 cases of all types a year, so it 
would be a question of applying 31 times 180. That would be the 
equivalent of 5,580 cases that these additional agents could close in a 

ear. 
ri DELAY IN DISPOSING OF CASES 


Mr. Canrietp. What is the oldest type of case in the backlog now? 
Mr. Baucuman. Check forgery cases. 
Mr. Canrietp. What period of time are they behind ? 
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Mr. Bavenman. Some of them are over a year. Of the 19,060 
cases on hand at July 1, 1959, 11,704 were less than 6 months old; 
3,911 were over 6 months old and the balance represented 200 non- 
criminal cases pending investigation and 3,245 cases pending prose- 
cution. We don’t have the actual number a year or older. 

Mr. Canrtetp. If you get a new case of a forged check how lon 
will it be before you can complete action on that case, if the case is 
put down at the bottom of the list? Te 

Mr. Baveuman. Normally in assigning check cases priority is 

iven to the date received and naturally when a case is received it 
is put at the bottom of the pile until the agent can take additional 
cases. It is difficult to say just how long it might be because some 
offices vary as to their case loads. Then they might have other 
interruptions. 

Mr. Gary. Will the gentleman yield? 

Mr. Canriecp. Yes, indeed. 

Mr. Gary. The fact that some of these cases have been pending for 
a year or more does not mean that if a new case comes in it would be 
a year before it would be considered. You consider those cases im- 
mediately and then when problems develop in them, that causes them 
to go to the end of the line; is that not correct ? 

Mr. Baveuman. Yes. That is possible. Sometimes we might have 
information on the actual at and we go out and work on that, 
but in normal check cases, we have had some that are a year old that 
we haven’t investigated. Weare that far behind. 


NUMBER OF ADDITIONAL AGENTS ORIGINALLY REQUESTED 


Mr. Canrtevp. Chief, you are getting 47 agents and 17 clerks. How 
many did you request to help you beat down this backlog and do the 
aa? ig would like to do? 

r. Baugoman. Seventy-six. 


CASES INVOLVING DRUG ADDICTS 


Mr. Canrretp. Chief, referring to these check cases and also re- 
ferring to the counterfeiting situation, do you see any relationship to 
drug addicts? There has been some testimony, I believe in prior 
years, that there is some relationship. 

Mr. Baveuman. Yes. Quite a number of these check thieves are 
addicts and they use the money in the purchase of drugs. A couple 
of years ago, for a ba period, we made a check of the number of 
dope addicts arrested for forging Government checks and it was 
approximately 10 percent of the total arrested. 

Mr. CANFIELD. any of these women ? 

Mr. Baucuman. Yes, a few. They are in the minority though. 

Mr. Canrretp. You did not have any trouble, did you Chief, when 
the President went to Paris insofar as any Communist demonstration 
was concerned? Was there anything of a serious nature? 

_ Mr. Baucuman. There was no danger and we received fine coopera- 
tion from the police. 

Mr. Canrrexp. I was in London during the recent visit of the Vice 
President. That was back in November. Seemingly, there were no 
difficulties there as I recall. 
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Mr. Baucuman. No. We received fine help from Scotland Yard. 


Mr. Canrre.p. That is all, Mr. Chairman. 

Mr. Sreep. Chief Baughman, I want to join in extending my com- 
mendation for the good job I think you are doing. I am particularly 
impressed with the very high percent of convictions you are able to 
get. I think that speaks unusually well for the thoroughness and 
efficiency in which you handle these cases. 

Mr. Baucuman. Thank you, Mr. Steed. 


DELAY IN DISPOSING OF CASES 


Mr. Sreep. In this matter of forgery and these cases that hang 
around so long because of your lack of ability to get to them, does that 
involve any hardship on the individuals involved, the victims of these 
forgeries? 

Mr. Bavenman. Yes, sir, it does, because we make a dual investiga- 
tion: first, to try to determine the forger, and second, make certain 
that the payee is not making a false claim. Until we send in a report 
to the Treasury, recommending a duplicate check be issued, the payee 
won't receive a duplicate check. I don’t want to take your time but 
here is a letter, and we receive quite a number of similar letters, but 
this is from a man who says he was discharged from the Air Force on 
October 10, 1957. His letter is dated March 8, 1958. He says his 
wife’s allotment check in the amount of $137 was stolen. Of course, 
he makes complaint about our delay but he says, “This has been a 
great financial burden on me. I had to borrow money during the 
period of the theft which I had to repay. My wife is having a baby 
on the 22d of April and we have no hospitalization insurance due to 
my recent discharge from the Service.” 


COUNTERFEIT CHECKS 


Mr. Sreep. Of course, I suppose the great majority of check for- 
geries you deal with are those where a Government check is stolen 
and the signature forged to cash it. Do you have much trouble with 
people trying to counterfeit checks and pass them off ? 

Mr. Bavcuman. No. We have not had a counterfeit check case for 
‘he last couple of years. 

Mr. Dantex. July of 1957 was the last one of any consequence. We 
had one involving a mentally ill person in Alabama this last year. 
He passed about 10 or 15 checks but it wasn’t a difficult type of coun- 
terfeit check. The last serious effort was in July of 1957, 

Mr. BavcumaNn. For your information, counterfeiting of checks is 
really not a serious problem. We just don’t have it like the counter- 
feiting of money. 

Mr. Steep. I understand that there are ways that, should a counter- 
feit check be passed, it shows up pretty quickly. 

Mr. BauveHman. Yes, except that a little over a couple of years ago 
in the Midwest, a counterfeit check appeared and it was exceptionally 
good. They passed quite a number and where they made their mis- 
take was in the punch hole system. They didn’t know the combina- 
tion and, of course, when it went through the various IBM ma- 
chines, it was detected and then naturally by examining it closely 
you could tell it was a counterfeit. That was a very deceptive check. 
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SPLIT BILL CASES 


Mr. Steep. Last year when you were here I believe you gave us 
some information about this splitting of a bill and passing those bills. 
Is that a very prevalent problem ? 

Mr. Baucuman. Not prevalent but we still receive such split bill 
cases and we have arrested a number for passing split bills. Just 
as a matter of information, if you are not familiar with it, it is done 
by splitting a dollar bill and then a $10 bill, pasting the back of 
the ten to the face of the one and the back of the one to the face of 
the ten. They then have two $10 bills supposedly for an $11 in- 
vestment and naturally they would pass the bills with the higher 
denomination showing. 

Mr. Steep. That is all, sir. : 

Mr. Pion. Chief, I am a great admirer of the Secret Serv- 
ice and I know it enjoys a wonderful reputation throughout the 
country. 

Mr. Bavueuman. Thank you. 


INCREASE IN OPERATING COSTS SINCE 1950 


Mr. Pinzon. I am a little disturbed about the growing cost, not 
only of your department, but of each agency that comes before the 
committee. I notice from this list on page 31 that the appropria- 
tions have increased from 1950, in which they were $1,975,000, to ap- 
proximately $4,100,000 for 1960. That is a hundred percent in- 
crease in the space of something like 10 years. | : : 

I am quite disturbed about the overall picture of inflation. I 
notice that the number of agents or employees under your 1960 budget 
will be something like 400. Can you tell me what the number of 
agents was in the year 1950, approximately? How much has that 
increased in the number of agents or personnel and how much is just 
an increase, say, due to inflation or rising costs of whine. 

Mr. Bavueuman. In 1950 we had an average employment of 353. 
In 1958 the average employment is 408. 

Mr. Piuu10Nn. So with an increase of approximately 50 we find our- 
selves in a position of having a doubling of the costs. 

Mr. Bavcuman. There is an increase of only 50 employees. As 
to this increase, that is due to a large degree to pay raises and other 
factors over which we have no control. 

Mr. Pitxion. I am wondering when we will reach a point where 
we start holding the line here. I am wondering what would happen 
if you tried to get along with the same number of personnel you had 
last year. I ads you would be placed in a very unhappy position so 
far as law enforcement is concerned. 

Mr. Baucuman. To be frank, I would be because we would be going 
backward. Mr. Pillion, unfortunately the Secret Service is a non- 
revenue-producing agency. ‘That applies to any law enforcement 
agency. Crime in general is on the increase due to increase in popu- 
lation. While I tried to economize—— 

Mr. Pritut0n. I appreciate that. 
_ Mr. Bavcuman (continuing). Nevertheless, we have this increase 
in workload and we need help. 
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REASONS FOR BACKLOG OF CASES 


Mr. Pixui0n. Is the great increase in the backlog of cases repre- 
sented to any appreciable degree by the failure of the courts to pro- 
cess these cases and the overcrowding of dockets or is it a case more or 
less of not having the manpower to make your investigations and 
bring them to completion? Is there any trouble here in getting cases 
into court and getting them disposed of ¢ 

Mr. Bavcuman. There have been some delays, but we have been 
very fortunate in that. About 50 percent of the forgery cases are 
probated and the others are given jail sentences ranging from 6 months 
to 3 or 4 years. 

In counterfeiting cases they are much more severe in sentencing 
them. 

Mr. Pitxtion. Would you say there is a tendency toward excessive 
leniency on the part of the courts and that that might be a partial 
answer to your greater prevalence of counterfeiting ? 

Mr. BaucuMan. Generally speaking, throughout the United States, 
there might be a few isolated cases where a judge is classed as lenient, 
but on the whole I think they take the sentencing very seriously. Con- 
sidering their responsibilities, I cannot disagree. As we know, there 
are a lot of extenuating circumstances at times and a person should 
be placed on probation. 

Mr. Puri10on. Thank you, Chief. Thank you, Mr. Chairman. 

Mr. Avexanper. Chief, I, too, want to express my pride in the work 
of the Secret Service and the great job you are doing. 


QUALIFICATIONS FOR NEW AGENTS 


Generally speaking, what are the qualifications for new agents? 

Mr. BaucuMan. We are under civil service classification whereby 
applicants take an examination with Civil Service, and if they pass, 
they are eligible for employment by the Secret Service. If + cs do 
not have a college degree they have to have 3 years of specialized 
— with a responsible law enforcement agency in investigative 
work. 

In addition, we have been granted permission by the Civil Service 
to hire a limited number of young men to be used primarily on the 
White House detail where youth and physical condition are assets to 
a certain extent. 

Those applicants are hired under a so-called schedule A. After 2 
years at the White House on Presidential assignment, they are eligible 
to become permanent civil service employees. We specify those agents 
must have attended a 4-year course at an accredited college and have 
certain physical attributes. 

Mr. Atexanper. Your standards are not quite as high as those of 
the FBI? 

Mr. BaucuMan. We do not require a graduate of a law school if 
that is what you mean. 

Mr. ALEXANDER. Or accounting? 

Mr. Baucuman. We have accountants and lawyers in our Service, 
but it is not required. 

Mr. ALExaNnpeR. What stages do your requests for funds or agents 
go through? They go to the Secretary of the Treasury and then to 
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the oe Director, then you make up your request as you have it 
here 
Mr. Baucuman. That is right. 


ORIGINAL BUDGET REQUEST FOR 1960 


Mr. ALExaNnpER. You say your first request was for how much? 
Mr. BaucuMan. Seventy-six agents, as I recall. 
Mr. ALExANpDER. How many clerks did you request ? 
Mr. Baveuman. Twenty-six clerks, 
Mr. ALexanper. The percentage is cut down on the average about 
as it has been in prior years; is that right ? 
Mr. Baucuman. There was no cut last year. Last year we received 
what we requested, which was the same amount as for the previous 
ear. 
, Mr. Atexanper. In other words, you requested only what you got 
last year; is that correct ? 
Mr. Bauecuman. Yes. 
Mr. Auexanper. I believe you were instructed not to ask for more 
than what was in the budget this year. 
Mr. Baucuman. I do not know if I understand. 
Mr. Aexanper. I will put it this way. Were you instructed not 
to ask for more than was in the budget for you this year? . 
Mr. BaucumMan. We were aad certain funds and out of those 
funds—— 
Mr. ALexanper. You would get the 47 agents and 17 clerks? 
Mr. Baucuman. That is right. 
Mr. ALexanper. Were you instructed not to ask for more than that? 
Mr. Baucuman. No; we were not instructed in that sense, but this 
is the amount they allowed us. 
Mr. Gary. will the gentleman yield? 
Mr. Avexanper. Certainly. 


FULL YEAR COST OF ADDITIONAL PERSONNEL REQUESTED 


Mr. Gary. Is the amount in the budget this year for new employees 
for the entire year or do you contem ines certain recruiting through- 
out the year and therefore only asked for part of the funds that will 
be required to pay the additional 47 men and 17 clerks? 

Mr. BaucuMan. We intend to put them on the payroll for a 9- 
month period in the next fiscal year . That would be as of October 1. 

In the meantime we would only appoint anyone if there is a vacancy. 
That is, through retirement and so forth. 

Mr. Gary. Then if these additional employees are added, the 
amount to carry those same employees for the 12-month period in 
the next fiscal year will be larger; is that correct ? i. 

Mr. BaucuMan. That is correct, sir. 

Mr. Gary. You are only asking for part of the funds that would be 
necessary to carry that many additional employees for a full year? 

Mr. Baucuman. Yes, sir. 

Mr. Gary. Thank you. 

Mr. Bavcuman. Nine months next year, and the following year 
will be 12 months. 
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Mr. Gary. Nine months in 1960, and then if you carried those same 
men without any change in your 1961 budget, how much additional 
would you have to ask for to carry those in 1961, just that one item? 

Mr. Taytor. Three months’ additional salary. 

Mr. Gary. Approximately what would that be? 

Mr. Bavcuman. They are in grade 9. Approximately $75,000 for 
the 3-month period. 

Mr. Gary. That is close enough. Go ahead, Mr. Alexander. 


REDUCTION OF CASELOAD WITH NEW PERSONNEL 


Mr. Atexanper. Chief, I believe you say you have about 19,000 
backlog now of cases. 

Mr. Baucuman. Yes. 

Mr. Atexanper. If you were granted your request for the addi- 
tional 47 agents and 17 clerks, how much would you catch up if the 
current workload remained constant and did not increase in the 12- 
month period for which you are asking for these funds? 

Mr. Bavcuman. We should after a year or so with these agents 
working out in the field on a full-time basis—close, approximately, 
5,500 more per year. 

Mr. ALexanDer. You would reduce by that many ? 

Mr. Baucuman. Yes, but at the rate the cases are coming in now, 
we still would not be able to close as many as were are receiving. It 
is my hope in time with a little more concentration that if we can 
reduce this counterfeiting to a minimum and concentrate on check 
cases, we can make progress in reducing our caseload. 

Mr. Atexanver. In other words, it is your feeling if you could get 
to the bottom of a case immediately, that you would eliminate a lot 
of other cases that cause a lot of difficulty ? 

Mr. Bavcuman. I am confident if we could get out promptly on 
a case and locate the forger while the case is still warm, we could put 
them out of circulation. 

Mr. Atexanper. How many district offices do you have? 

Mr. BavcuMan. We have 58 offices, which include an agent in San 
Juan and one in Hawaii. 

Mr. Steep. Will the gentleman yield? 

Mr. ALexanper. Yes. 


COUNTERFEITING 


Mr. Sreep. Does this counterfeiting come in waves? Are there 
times it seems to be more prevalent than at other times? 

Mr. Baucuman. Yes, sir, but for the last 2 years it seems that when 
we are successful in apprehending a counterfeiter and a plant, then a 
new one appears. 

For instance, down in North Carolina about last July there was a 
man in a legitimate business, and upon receipt of certain informa- 
tion followed by investigation, we went to his store and found over 
$800,000 in counterfeit money in a refrigerator. This man had no 
prior record as a counterfeiter. Off the record. 

(Discussion off the record.) 

Mr. Baucuman. My point is there is $800,000 we were fortunate 
to seize before it got into circulation. Why that man is in counter- 
feiting, he is in a legitimate business, it is difficult to answer. 
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EFFECT OF SEVERE MANDATORY SENTENCES FOR COUNTERFEITING 


Mr. Atexanper. We have just seen a remarkable reduction shown 
by Dr. Anslinger yesterday with regard to stoppage of certain types 
of crimes due to severity of punishment. I think it is also shown 
in regard to armed robbery of the mails due to the fact that you have 
a mandatory sentence which is very severe. 

Do you feel that in the field of counterfeiting if we had a Federal 
law that would make it mandatory upon conviction of anybody that 
he get at least 25 years, that that would assist you or slow down 
counterfeiters ? 

Mr. BaucuMan. Possibly it could help, but then it could create 
another situation. Sometimes there might be the tendency not to 
take that person to court. Say a fellow is counterfeiting 50-cent coins, 
it is an offense against the Government, and if it were his third of- 
fense, I myself would question whether a mandatory sentence, if it 
were a severe sentence of 25 years, would not be too extreme. 

Mr. ALExanper. Do you not think it would be effective? 

Mr. BaucuMan. Undoubtedly it would be effective. 

Mr. Atexanper. Do you not feel that juries, irrespective of the 
length of the sentence, would convict on counterfeiting ? 

Mr. BaucumMan. Possibly, but I think sometimes a jury could be 
persuaded not to convict if they knew this man faced a severe sentence. 

Mr. Atexanper. Have you all ever recommended any type of pun- 
ishment to the judiciary ? 

Mr. BavcuMan. That subject came up before in this committee 
and we did make certain recommendations, but it was the viewpoint 
of the Treasury—the attorneys for the Treasury, that is—that the 
Treasury itself would not sponsor it. 

Mr. Atexanper. In other words, you would stay out of the ju- 
dicial field ? 

Mr. Baucuman. Yes. 

Mr. Avexanper. Off the record. 

(Discussion off the record.) 


PROTECTION OF FOREIGN DIGNITARIES 


Mr. ALEXANDER. When we just recently had the visit from the 
Soviet leader, Mikoyan, I believe we, through the Secret Service and 
the police, gave him all kinds of escort wherever he went and we were 
so requested ; is that right? 

Mr. BaucuMan. We had nothing whatever to do with his visit 
and did not offer him protection, but I do know the State Depart- 
ment did and the local police departments. 

Mr. AtExanper. You had nothing to do with it? 

Mr. Baucuman. No. They had a number of men out, perhaps 
additional men, protecting him. 

Mr. Atexanper. Off the record. 

(Discussion off the record.) 

Mr. Atexanper. Thank you. 

Mr. Conte. Chief, I too, want to commend you on the fine job you 
are doing for our country. 

I agree with Mr. Pillion, I do not want to apply this only to your 
department, but it is the way the budgets have increased in the last 
10 years. Certainly if we are going to stop inflation, we in Gov- 
ernment have to set the example for the rest of the country to follow. 
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BACKLOG OF CASES 


What was your backlog of cases in 1950? 
Mr. Baveuman, 15,342. 
Mr. Conte. What is your backlog today? 
Mr. Baucuman. As of June 30, it was 19,060, but at the end of 
this past month, December, the backlog was 22,374. That is as of 
December 31, 1958. 

Mr. Conte. In that decade you have also added on 50 additional 
agents? 

Mr. BaucuMan. Yes; 50 employees, not all agents. 

Mr. Contr. How many additional agents? 

Mr. Baueuman. I do not have that broken down. All I have is 
total employment of the Secret Service. We could get that for you. 

Mr. Conte. All right. 

(The information referred to follows:) 

The Secret Service had 225 agents in 1950 as compared to 270 agents as of 


December 31, 1958, an increase of 45. The average number of agents on pro- 
tective and investigative work from 1950 to 1959 is as follows: 


























Agents Agents 
1950. 225 | 1955_- od 259 
1951 269 | 1956 276 
1952 295 | 1957 284 
1953 290 | 1958 274 
1954 254 | 1959 270 








Mr. Conte. So that the backlog is not much different from what it 
was 10 years ago, 22,000 plus 7,000 more cases in your backlog today 
than you had in 1950. 

Mr. Baveuman. 7,000 more. 

Mr. Conte. 7,000 more. Chief, these backlog cases are not all back- 
log cases because of the shortage of agents. There are a lot of them 
backlogged because you are not ready to process the case in court, 

ou do not have all the evidence you would like to have to bring it 
efore a jury. 

Mr. Baucuman. Out of 19,000 cases pending on June 30, 1958, 
there are 3,200 cases pending court action. The balance, or approxi- 
mately 16,000, are awaiting investigation by the agents. In other 
words, if we had sufficient manpower, that backlog would be greatly 
reduced. 

. wort Conte. Do you turn many of these cases over to local author- 
ities ? 

Mr. BaveuMan. No; we investigate them all ourselves. 

Mr. Conte. You do it all yourself? 

Mr. Bauvcuman. Yes. We receive the help and the cooperation of 
local authorities at times in making arrests, and so forth. 

Mr. Conte. Did you ask for new employees last year? 

Mr. Bavcuman. No. 

Mr. Conte. Is that not quite a jump, 47 new agents in 1 year? 

Mr. Bavucuman. No, not necessarily, considering the work. The 
fact was last year we were allowed the same amount we had the pre- 
vious year. 

Mr. Conte. Last year? 
Mr. Baucuman. Yes. 
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Mr. Conte. It seems a bit strange to me; maybe you can clarify 
it. Last year you got along all right and asked for no new agents and 
this year you are asking for 47 all at 1 sweep. é 

Mr. Baucuman. I do not want to disagree, but I do not think we 
got along all right last year. 

Mr. Conrr. Why did you not ask for new agents if you were not 
not getting along all right? 

Mr. BaucumMan. We were allowed the same amount of money we 
had the previous fiscal year. We could not ask for more. Last year 
we had to reduce to stay within our budget. 

Mr. Conte. I see. 

Mr. Gary. Will the gentleman yield? 

Mr. Contr. Yes. 

Mr. Gary. On this backlog of cases you asked about, on page 7 of 
the statement, comparing 1940 to 1958, he shows an increase in the 
backlog of Secret Service cases of 348 percent. The comparison be- 
tween 1950 and 1958, shows very much less than that. Evidently your 
greatest accumulation of backlog was in the forties during the war; 
is that correct ¢ 

Mr. Bavenman. It started right after World War II, we started 
to receive so many check cases for investigation. Prior to that we 
had very few check forgery cases. 


MANDATORY SENTENCES 


Mr. Contre. In regard to the Congressman’s question about manda- 
tory sentences, the mandatory sentences appeal much greater on a 
distasteful case such as narcotics, rape, and murder, more than the 
type of case such as booking or forgery or counterfeiting. Do you find 
that in your experience ? 

Mr. Bavenman. Yes, although I would like to add that today 
forgery is one of the biggest criminal rackets in the country, not only 
Government checks but commercial checks, and is becoming very 
serious. 

Mr. Conte. I realize that, but what I am driving at is a jury is much 
more sympathetic to a forger or counterfeiter than to a rapist or 
narcotics peddler. 

Mr. Bavueuman. That is right, particularly where no one has been 
personally injured. 

Mr. Conte. If you had a mandatory jail sentence in this type of 
situation, there is a strong likelihood the jury would bring in a not 
guilty verdict; is that right? 

Mr. Baucuman. That could very well happen. 


TURNOVER OF PERSONNEL 


Mr. Contre. Do you have much turnover of personnel ? 

Mr. Baveuman. No. Our turnover is very small, although this 
last year we had a number of retirements of older agents which 
brought it up. I believe it is about 9 percent. 

Mr. Contr. What is your mandatory retirement age? 

Mr. Baucuman. It is now 70. That is according to Civil Service 
regulations. We have a Retirement Act where an agent can retire at 
age 50 if he has had 20 years’ investigative service. 
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Mr. Contr. Is there any disability law connected with the Secret 
Service where an agent could retire ahead of time because of disabil- 
ity ? 

“ar. BaucuMan. No; not for the Secret Service agents, except for 
the usual civil service disability retirement. We do with the White 
House Police. 

Mr. Conte. Off the record. ° 
(Discussion off the record.) 
Mr. Conte. That is all. 


BACKLOG OF CASES 


Mr. Pitxi0Nn. Chief, I am somewhat puzzled about this backlog of 
cases. Suppose you have a forgery case but are unable to get any 
lead on it. When does that cease to be a backlog case? You have no 
oe do not know what to do, it is one of those things that hap- 

ened, 
. Mr. Bavcuman. It is unsolved ? 

Mr. Pitu10on. Unsolved. When does that cut off and go into the 
dead file? 

Mr. Baucuman. We submit our report and the case is closed and is 
no longer a backlog. 

Mr. Pittion. How long does it continue in your office before you 
close it as a closed case with no further action to be taken unless 
something unexpected comes in ? 

Mr. BaucuMan. As soon as we can type the report the case is closed 
out. It is recorded on key-sort cards and then statistically it is a closed 
case. 

Mr. Pitt10n. In other words, the rules by which you compute the 
number of backlog cases are no different now from what they were in 
1950; is that right ¢ 

Mr. Baucuman. That is right. 

Mr. Prixion. In other words, we have a fair comparison. 

Mr. BaucuMan. Yes; a backlog is a pending case, in other words, 
still subject to investigation. 

Mr. Pituion. Thank you. 

Mr. Conte. The other day when I think Secretary Anderson or 
someone from his Department was here, they explained a new system 
on these forgery cases of Government checks, that they were paying 
the checks out immediately to the people and then having the investi- 
gation later on. Is that correct ? 

Mr. Gary. In the checks of smaller denominations. 

Mr. Conte. I was wondering if in answer to the Congressman’s 
question. it does work a hardship, but with this new system they would 
gg’ immediately. : 

r. BaucHMAN. On certain checks, and that is where it is fairly 
certain the handwriting is not similar. 

Mr. Dantex. Also cases where repetitive payments are involved. 
In other words, social security checks or something of that kind where 
the Government could offset it in future months if it turned out not 
to be a valid claim. It is only where you have repetitive payments 
that they do that. 

Mr. Piiuion. That is where the hardship would be ordinarily. 
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Wurrte House Po.ice 


Program and financing 








































































1958 actual | 1959 estimate | 1960 estimate 
Program by activities: Protection of White House and grounds 
SS ptt nan tes none eicte poe ae ae $906, 569 $979, 698 #1, 055, 000 
Financing: Unobligated balance no longer available --_.__..-- SR See 
New obligational authority. ...... 2.0.0. -nsnscens-ssu0. 908, 000 979, 698 1, 055, 000 
New obligational authority: 
pS a SR EO TE Ae RECS, ETA 865, 000 865, 000 1, 055, 000 
Transferred from ‘‘Salaries and expenses,’’ Internal Rev- 
GIG DOr vale (78 BUAe, GE) ~ ween dvensentincucucencnseseuse GEE aw cadenasecsccinsaun cede dtaraehtis 
RSCTA GOT TODIBIBED oo ooo on cnn cncancescccanecsess- | 908, 000 865, 000 1, 055, 000 
Proposed supplemental due to pay increases-. ------- Me diteteesukwueaag Je | ees 
! 
Object classification 
1958 actual | 1959 estimate | 1960 estimate 
Total number of permanent positions_---....-.......-.------- 160 160 176 
Average number of all employees. ._...........--------------- 149 153 164 
Number of employees at end of year. ...............-.--.---.- 143 153 164 
Average salary of ungraded positions....-.......--.--.-------- $5, 337 $6, 062 $6, 082 
01 Personal services: 
Permanent positions._-_- Seiki eaeenehawiaoeiaiaecad cai alacant $847, 546 $934, 819 $1, 003, 68¢ 
Other DOLGONAl GOFVICSS . ~ 62.0. cca occ dace cwesebas 40, 341 22, 928 28, 263 
OUR) TRTOODRL BIT VIAONE son oo ow nnencninwnanencdcnvass 887, 887 957, 747 1, 031, 949 
iy US ee ES ae eee ee eee eee Pope nee te Mie 1,000 : 
03 Transportation of things_- bats 10 10 
06 Printing and re production. he 23 350 350 
07 Other contractual services 3, 740 4, 091 4, 091 
08 Supplies and materials..........--. 13, 553 16, 400 17, 500 
IN Se a ce hc swwamdem 1, 366 100 100 
I 0: a sattccenbinsatelene Guainbaeeudidaincd 906, 569 979, 698 1, 055, 000 
Mr. Gary. We will now take up the matter of the White House 
Police. At this point we will insert a brief table comparing the 1960 
budget with the amount appropriated in 1959: 
Appropriation, 1959 _-. $865, 000 
Total (including anticipated pay supplemental, 1959) _-._-.---------- 979, 698 
Estimate, 1960 1, 055, 000 
Increase over appropriation, 1959 190, 000 
Increase over total (including anticipated pay supplemental, 1959) -_ 75, 302 


SUMMARY JUSTIFICATION DATA 


We will insert at this point in the record the tables on pages 244 


and 245 of the justifications. 
(The information referred to follows :) 


Analysis of appropriation base for fiscal year 1960 





Regular appropriation, 1950 act.....- 5  k eeenoeden $865, 
Supplemental appropriation for 1959_..__._-_---_--_-_------------------ --------- 
Total anproptiation, 1900ii.6 22222 eo ees 7 865, 000 
Additions: Protection of White House and grounds__--------------- 118, 333 
Appropriation base for 1960___---______---____----___-__--_ (th 983, 333 
Increase over appropriation base for 1960______-------------------- 71, 667 
Appropriation estimate for 1960_._......----_-.-------------- 1, 055, 000 
Inctease or decrease from total appropriation, 1959_____._._--------- +190, 000 





Does not include anticipated supplemental for 1959 to cover the cost of authorized 


pay increa ses, 
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Comparison of appropriation base with appropriation estimate for 1960 





Appropriation base Appropriation esti- | Increase or decrease 
for 1960 





























mate for 1960 
Activity — 
Average | Amount | Average | Amount | Average} Amount 
positions positions positions 
1, Protection of White House and 
TS ee 153 $983, 333 164 | $1,055, 000 +11 $71, 667 
Adjustment in base (net). ..-.-.--..]---------. MEDD Linantdnendibaninaweedaksianiicncans +118, 333 
Total appropriation for 1959 
and appropriation estimate 
| ses 153 865, 000 164 | 1,055, 000 +11 +190, 000 





GENERAL STATEMENT 


The funds requested under this appropriation are for expenses necessary to 
maintain the permanent police force for the protection of the White House and 
grounds, including personal services, uniforms and equipment, and arms and 
ammunition and miscellaneous supplies. 


EXPLANATION OF LANGUAGE CHANGES 


The following new language is requested to enable the White House Police 
to provide protection to the White House areas of the Executive Office Building: 
“and for performing such protection duties in the White House areas of the 
Executive Office Building as the Secretary may prescribe.” 


Analysis of appropriation base 


1. Protection of White House and grounds: 
Appropriation allocation for 1959: 











Average positions. itt 153 

ee eee $865, 000 
Adjustments in base: 

penecwons..o. ....... res 

Additions_____-_ $118, 333 





Net change in base, increase (+) or decrease (—): 
Average positions Bes 
Amount ETE +$118, 333 
Mr. Gary. Chief, I believe you covered this in your original state- 
ment. 
Mr. Baucuman. Yes. 








PROTECTION OF EXECUTIVE OFFICE BUILDING 


Mr. Gary. Will you please tell us why the White House is so in- 
sistent on having the White House Police protect the space and files 
in the Executive Office Building rather than the General Services Ad- 
ministration guards who are now protecting it? 

Mr. BaucuMman. One of the employees over in the Executive Office 
Building who is interested in this project told me—and he had dis- 
cussed it with other officials at the White House—that they thought 
in view of the importance of their files and the highly classified mate- 
rials, they should have only the best. As a result of the training of 
the White House Police and their efficiency, they wanted the White 
House Police to do this work. 

Mr. Gary. Can you tell us what offices are over there, what offices 
are involved ? 
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Mr. BaucuMan. I have that. There is a total of 96 people occupy- 
ing 78 rooms, making up 10 offices, for the following top Presidential 
assistants. Shall I read these? 

Mr. Gary. Yes, please. 

Mr. Baucuman. They are as follows: 

1. The Honorable Rocco C. Siciliano, Special Assistant to the 
President for Personnel Management. 

2. The Honorable Clarence B. Randall, Special Assistant to the 
President for Foreign Economic Policy. 

3. The Honorable John S. Bragdon, Special Assistant to the Presi- 
dent, Public Works Planning. 

4. The Honorable James R. Killian, Jr., Special Assistant to the 
President for Science and Technology. 

5. The Honorable E. R. Quesada, Special Assistant to the Presi- 
dent for Aviation. 

6. The Honorable Don Paarlberg, Special Assistant to the Presi- 
dent. 

7. The Honorable Meyer Kestnbaum, Special Assistant to the Presi- 
dent. 

8. The Honorable John H. Stambaugh, Special Consultant to the 
President. 

9. The Honorable Clarence Francis, Special Consultant to the 
President. 

10. Gen. John Hull, President’s Board of Consultants on Foreign 
Intelligence Activities. 

Mr. Gary. There are only one or two of those who apparently 
would have highly classified files, are there not ? 

Mr. Baucuman. I am not familiar, Mr. Chairman, with their files 
or just what they have. 

Mr. Gary. What is the physical setup over there insofar as guard- 
ing the files and space is concerned ? 

Mr. Baucuman. As I understand it, on the first floor they have 
the GSA guards. On this floor—this is the second floor, where they 
have two-thirds of the area or 24,000 square feet on the second floor— 
they have put up special doors and partitions to prevent anyone from 
cone there, and when they leave in the evening they lock those 

oors. 

Mr. Gary. Then if we grant this request the General Services Ad- 
ministration would be guarding the doors on one side and the White 
House Police would be guarding them on the other; is that correct ? 

Mr. Baueuman. No. The White House Police officers would be 
posted at those two points that permit entry or exit into or from 
this area, but there would not be a GSA guard on the outside. 

Mr. Gary. You said two-thirds of the space on the second floor. 
What is the rest of the space used for? 

Mr. Baucuman. That is occupied by offices of the Government. I 
think the Bureau of the Budget is in part of it. 

Mr. Gary. Do you mean this only relates to two-thirds of the 
second floor that you are asking these guards for ? 

Mr. Bauguman. Yes. That is where the security would be put 
into effect. 

al Gary. And the other one-third of the second floor would not 
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Mr. Baveuman. No. ae 
Mr. Gary. How many floors are there in the building ? 

Mr. BaucuMan. Six. 

Mr. Gary. Who would guard above the second floor ? 

Mr. Baveuman. GSA, I would presume. : 

Mr. Gary. Does this arrangement lend itself to protection by a 
separate security force? i 

Mr. Bavcuman. No; it would be under the supervision of the 
White House Police. It would be a part of the White House Police. 

Mr. Gary. Do you think the White House Police would be more 
effective than the force they now have? 

Mr. BavucuMan. With all due respect to other guards, I do think 
the White House Police force is one of the finest. They are on their 
toes; they have to be. 

Mr. Gary. You would have to get additional police; would you 
not ? 

Mr. BaucuMan. Yes. 

Mr. Gary. You could not use the present White House Police? 

Mr. Baucuman. No. 

Mr. Gary. You would have to get additional men ? 

Mr. Baucuman. Yes. 

Mr. Gary. And how would the cost compare with that they are 
paying now? 

Mr. Baucuman. I do not know. I know the average White House 
Police would have a salary of $5,200 per year. 

Mr. Gary. In your justifications you state: 

One reason for this is the fact that the Presidential press conferences are held 
in the Executive Offices Building. 

How many of those were held last year? 

Mr. Baverman. I could not say offhand. 

Mr. Gary. Did I not read in the.paper the other day that the 
President was holding his press conference in the White House for 
the first time in a long time? 

Mr. Bavucuman. I read something to that effect. I believe it was 
2 or 3 weeks or a month. I know last week he had a press conference 
and he is havine one today. 

Mr. Gary. Where? 

Mr. Baveuman. In the Executive Offices. 

Mr. Gary. That was an exception, the one held in the White House? 

Mr. Bavcuman. I am confused. Are you talking about the one at 
the National Press Club? 

Mr. Gary. No; I thought I read he was going to hold a press con- 
ference in the White House for the first time in a long time. 

Mr. Bavenman. I do not know anything about that. They really 
do not have the space in the White House, unless it would be some- 
thine unusual. 

Mr. Gary. Do they not have space in the Executive Offices in the 
White House? 

Mr. BaucuMan. No; they donot. They do not have sufficient space 
for a press conference in the White House. At one time they used to 
have press conferences in the President’s office, but today the number 
of newsmen has increased to such an extent that you need larger 
space. Off the record. 

(Discussion off the record.) 
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Mr. Gary. What indications are there that the present General 
Services Administration guard service is inadequate ? 

Mr. Baucuman. I do not know. I am not familiar with their setup. 
I do not know how many men they have there. 

Mr. Gary. Mr. Johnson, I wish you would supply us with the in- 
formation as to why the present service is inadequate. And I under- 
stand some comparison has been made of the cost for the two services, 
and if you would give us the benefit of that survey on the cost of the 
two services, and insert it, 1 would appreciate it very much. 

(The information requested follows :) 


PRESENT SERVICE 


It is not that present service is inadequate. The specific service that has been 
requested is not being performed at all. This will be a new security assignment. 
As the requested service is not now being performed, there would be no reduc- 
tion of 11 GSA positions if the White House Police were assigned to the area. 
GSA estimates a cost of $63,000 to provide this service, $3,000 more than is re- 
quested for White House Police. 

White House Police have been requested for several reasons. They are espe- 
cially trained and experienced in performing this function. The proximity of 
White House Police headquarters across the street is an important factor in 
that additional manpower would be immediately available in the event of an 
unforeseen emergency. It is not considered desirable to establish and maintain 
two separate police forces operating independently of each other within the 
White House complex, which would be the case if GSA were to assume this re- 
sponsibility. The White House Police have top security clearance and it is 
essential that anyone having access to these Presidential offices be so cleared. 

The Executive Office Building is now open to the public during regular busi- 
ness hours. During this period, any individual) so desiring has freedom of move- 
ment throughout the building. Any employee of the building or anyone 
possessing a building pass may have access to the building on a 24-hour basis. 
A number of persons having access are subject only to a national agency check. 
It is considered essential that these White House offices be given the same degree 
of protection afforded offices in the White House itself. The flow of Presidential 
papers, communications, and documents circulates daily through this part of the 
President’s immediate office which is not considered to be adequately protected 
under existing conditions. Dr. Killian’s Office of Science and Technology and 
the President’s Foreign Intelligence Activities Board are examples of activities 
urgently requiring maximum security protection. 


COST DIFFERENTIAL 


The estimate for 11 new White House Police officers is $60,000. This will 
provide coverage for seven posts in the proposed White House restricted area in 
the Executive Office Building which is not now covered. 

By letter dated December 31, 1958, the Administrator, General Services Ad- 
ministration, advised the White House that equivalent service by GSA (11 posi- 
tions) would cost $63,000. 

Mr. CanrieLp. Mr. Chairman, the Secretary of the Treasury just 
a few days ago, appearing before this subcommittee, testified that 
these additional White House Police were being requested because 
of the importance of the documents held in the files in this Executive 
Offices Building. These documents, you will recall, were said to per- 
tain to our national security. 

He also testified that it would be at a lesser cost to have the White 
House Police to do this job than to employ GSA personnel. 

Now the Chief of the Secret Service has just read to us the names 
of the Executive officers who have their main office in the building 
I have described. Among them is Mr. Killian, who is our chief 
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scientific administrator; and among them too is a gentleman who is 
said to be in charge of foreign intelligence. That alone, it would 
seem to me, would document the Secretary’s statement about the im- 
portance of this building and its files. 

Mr. Gary. Will the gentleman yield there? 

Mr. CanFieLp. Yes. 

Mr. Gary. I do not, however, see any reference to the National 
Security Council’s files. There is no one listed here connected with 
the National Security Council, is there? 

Mr. Canrtetp. No, but the other gentleman mentioned has to do 
with national security. 

Mr. Gary. The National Security Council files apparently are not 
located in that building. 

Mr. Canrte.p. I would suggest it would be helpful to us if we 
could get somebody from the White House who could testify as 
to the importance of this new complement. I think that is very 
important. 

That is all I have to say. 


SIZE OF FORCE TO GUARD THE PRESIDENT 


Mr. Puuuion. Chief, a comparable position to the President’s, I 
suppose, would be that of the Prime Minister of England, Mr. Mac- 
millan. Can you tell me how many police guard Mr. Macmillan’s 
security and person? 

Mr. Baueuman. I can speak from experience because we have at- 
tended some of these conferences. They only have two or three men. 
But I would not necessarily say it is comparable to the President of 
the United States. After all, Mr. Macmillan is not the head of the 
country, and when you get to the heads of countries, I know in some 
foreign countries they have hundreds of men protecting them. 

Mr. Piiuion. President Heuss of West Germany: how many men 
would you say are protecting him ? 

Mr. Bavucuman. I do not know that. 

Mr. Pitui0n. Or the President of France, De Gaulle? 

Mr. Bavcuman. I do not know about the President of France ex- 
cept I know they have soldiers, I believe, around the palace. I do 
not know the actual number who protect De Gaulle. 

Mr. Prtu10Nn. I look upon the Speaker of the House as perhaps the 
second most important person in our Government, and I do not see 
him going around with 20 or 100 Secret Service men. He walks 
around pretty freely. I am wondering if we may be overdoing this? 

Mr. Gary. Will the gentleman viel ¢ 

Mr. Prttion. Yes. 

Mr. Gary. How many do they have in the Palace Guard in 
England ? 

r. Baucuman. I do not know, but they have a regiment or so. 

Mr. Pruuion. That, of course, is a matter of show prestige of Her 
Majesty’s Government. 

Mr. Gary. Off the record. 
(Discussion off the record.) 
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PROTECTION OF EXECUTIVE OFFICE BUILDING 


Mr. Avexanper. Chief, I realize you have a special pride in the 
men under you, but the men that are security officers for the General 
Services Administration are also well trained and are people that are 
screened for security purposes, are they not? They are well screened 
for security purposes ? 

Mr. Baucuman. Yes, sir. I assume a complete background in- 
vestigation is made from date of birth. 

Mr. ALEexanper. You would know of no reason why, if this com- 
mittee should see fit to keep it as it is, why they could not render the 
valuable service that they have in the past? You would know of no 
reason why they could not secure this particular space adequately ? 

Mr. Baueuman. Yes, they could, but it would mean those addi- 
tional 11 men. 

Mr. Auexanper. I am not talking about White House Police, I am 
talking about the GSA security men. There is no reason why they 
could not continue to do that, is there? 

Mr. Baucuman. No. I do not know of any reason except that the 
White House officials prefer or have asked for White House Police to 
be there on the spot. Mr. Alexander, I do not know what security 
GSA guards have. 

Mr. ALExANDER. You would not think they would have men quali- 
fied to do the job? 

Mr. BaucuMan. I would assume they are properly investigated, 
but I do not know. 

Mr. Atexanper. I believe you are asking for 11 additional men to 
do this particular job. Is that right? 

Mr. Baucuman. Yes. 

Mr. ALExANDER. How many men would be on a shift? 

Mr. Baucuman. Three on the day shift, two in the evening, and 
two at night. That is a total of seven men and four are required for 
relief purposes to take care of annual leave, sick leave, and so on. 

Mr. Avrexanper. Is that the normal workload of White House Po- 
rat In other words, out of every seven you have at least four stand- 

ys? 

Mr. Baucuman. They are not standby. They are needed when 
these other men are on their days off. 

Mr. Avexanper. Is that the normal percentage for all of them? 

Mr. Baucuman. Actually the percentage is, I believe, 1114 men. 
You take into consideration annual leave, sick leave, and two days 
off a week and arrive at this. 

Mr. Avexanpver. Actually for every sevén men you have on duty 
four and a half fill in for all the extras? 

Mr. Baucuman. Yes, that is true, when you are dealing with a 
force that is working 24 hours around the clock. 

Mr. Atexanper. That is all, Mr. Chairman. 

Mr. Conte. Chief, if those 11 men are granted, is GSA going to 
~~ 11 men? 

Mr. Baueuman. I donot know. I could only speculate on that, too. 

Mr. Conte. Is this one of those growing snowballs, just adding 
more and more? 
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Mr. Gary. If the gentleman will yield, the gentleman is a new 
member on the committee. I will say to the gentleman that we had 
this request last year in a supplemental. The committee considered it 
very carefully. It was made by the White House—the suggestion is 
urely a White House suggestion—but we did not feel that the 
anguage at that time would permit the use of these men off the White 
House grounds. Moreover, we questioned the necessity of it. 

Now they ask for a change in the language in this appropriation to 
take care of it so that they can be used in this building which is 
across the street from the White House grounds. At the same time, 
the precedent is still there. How far are you going to extend that 
White House guard when the building is already being guarded by 
the General Services Administration? So that is the problem we 
have before us. 

Mr. Conve. Mr. Chairman, is it permissible to go down and view 
this particular area? 

Mr. Gary. Sure, it is. 

Mr. Pixuion. A good lawyer always looks at the locale of the 
accident. 

Mr. Conte. I have no further questions, Mr. Chairman. 

Mr. Atexanper. May I ask one other question, Mr. Chairman? 

Mr. Atexanper. Chief, if this is granted for two-thirds of the sec- 
ond floor of this building, is it not likely that in another year there 
would be a request for other floors or space outside of the White 
House grounds? Is this not a step toward expansion of the White 
House Police? 

Mr. Bavcuman. I do not know, Mr. Alexander. I feel there would 
be no need for further expansion. I do not know of any reason now 
that they would want additional White House Police. 

Mr. Avexanper. That is all. 


Treasury GuarD Force 


Program and financing 





1958 actual | 1959 estimate | 1960 estimate 





Program by activities: 
Safeguarding Government securities and protection of 











Treasury buildings (total obligations).........--.-..---- $292, 086 $332, 520 $338, 000 
Financing: 

Unobligated balance no longer available. .-...........-.-- Oe Bn ne eatans 
New obligational authority. ......-...-........---.--.-- 296, 000 322, 520 338, 000 

New obligational authority: 
LE EE Ee eee eae 303, 000 293, 000 338, 000 
Transferred to “Salaries and expenses’’ (72 Stat. 243) .....- fj | aa Eee ee 
Appropriation (adusted). .................2...-.0..-- 296, 000 293, 000 338, 000 








Proposed supplemental due to pay increases --.........|..-.---------. 8 
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Object classification 
































1958 actual | 1959 estimate | 1960 estimate 
Total number of permanent positions_.............----..---.- 72 72 72 
Average number of all employees. ..-..-.--------------------- 66 68 68 
Number of employees at end of year...-......--------...----- 59 68 68 
RPORS AG BO Wi SOIT oan nnn ccesencesinnecncsecewcnates 3.3 $3,674 13.3 $4,063 | 43 $4,248 
01 Personal services: 
POTRINS ORs disicccn cnncacunsdeccsaceasaseuce $257, 931 $278, 935 $292, 080 
GUREr TOTSODIAL OOEVINNE 5 oo cn cncecnscccscnstnnccnsvenss 12, 304 14, 515 15, 905 
Oi a ee ae 270, 235 293, 450 307, 985 
EE eee eae 5 25 25 
04 Communication services-..- 701 950 950 
06 Printing and reproduction. 460 460 460 
07 Other contractual services- - 1, 267 1,515 1,515 
08 Supplies and materials_._--- 3, 087 7, 630 7, 630 
Op CN nt SU ant amageataee 251 200 
11 Grants, subsidies, and contributions...........-....------ 16, 080 18, 190 19, 135 
18 Refunds, awards, and indemnities........................|..--..--.---- 100 100 
RE ION 6 icicnteuscnacukavackannaceuseuaawenuuae 292, 086 322, 520 338, 000 





Mr. Gary. Next we will take up the Treasury guard force. 
At this point we will insert a brief table comparing the budget for 


1960 with appropriations for 1959: 
Appropriation, 1959 


$293, 000 





Total (including anticipated pay supplemental, 
Estimate, 1960 


1959) 





322, 520 
338, 000 





Increase over appropriation, 1959 


45, 000 





Increase over total (including anticipated pay supplemental, 1959) -__ 


SUMMARY JUSTIFICATION DATA 


15, 480 


We will insert at this point in the record pages 250 and 251 of 


the justifications. 
(The matter referred to follows :) 


Analysis of appropriation base for fiscal year 1960 


Regular appropriation, 1959 act. 


$293, 000 





Supplemental appropriation for 1959 








Total appropriation, 1959. 


* 293, 000 


Additions: Activity 1. Safeguarding Government securities and protec- 


tion of Treasury buildings 


31, 000 





Appropriation base for 1960 


324, 000 





Increase over appropriation base for 1960 


14, 000 





Appropriation estimate for 1960. 


338, 000 





Increase or decrease from total appropriation, 1959. 


+45, 000 





2 Does not include anticipated supplemental for 1959 to cover the cost of authorized pay 


increases. 
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Comparison of appropriation base with appropriation estimate for 1960 





oon “\~} base Appropriation esti- Increase (+) or de- 
‘or 1960 960 
































mate for 1 crease (—) 
Activity 
Average | Amount | Average | Amount | Average | Amount 
positions positions positions 
1. Safeguarding Government secu- 
rities and protection of Treasury 
| | Sea eee 68 $324, 000 68 $338, 000 |/.........- $14, 000 
eT eer eee EE EP disnssonccal ne mialheue dl ehaaeesianl +31, 000 
Total appropriation for 1959 
and appropriation estimate 
OE PEklescecccncctenccesas 68 293, 000 68 338, 000 +45, 000 





GENERAL STATEMENT 


The guard force is unique as a security organization. It is charged with re 
sponsibility for protecting currency, bonds, checks and other Government obli- 
gations that are contained in the Main Treasury Building and its annex in 
Washington, D.C. To perform their security and protective duties efficiently, 
members of the guard force undergo a continuing training program in the use 
of all types of weapons, in firefighting, first aid, and self-defense. 


EXPLANATION OF LANGUAGE CHANGES 


There are no substantive changes in the appropriation language proposed. 


Analysis of appropriation base 


1. Safeguarding Government securities and protection of Treasury 
buildings : 

Appropriation allocation for 1959: 
I rs a alee 68 
Amount mn 

Adjustments in base: 
Reductions —__-- Ue Sas 
Additions 31, 000 

Net change in base increase (+-) decrease (—) : 
I OI ee ek ERE REE acemenae 
EE Se LS aE at eee ee 31, 000 


Mr. Gary. Are there any additional personnel requested for the 
Treasury guard force? 
Mr. Baueuman. No, sir, Mr. Chairman. 























PRINTING AND REPRODUCTION 


Mr. Gary. Why does the Treasury guard force need an allowance 
for printing and reproduction costs? 

r. Taytor. That is for logbooks and that type of thing, different 
types of books for leave records, post setups, duty time, and recording 
after-hour entrance and departure from Treasury buildings. 

Mr. Gary. Thank you, gentlemen. 

Chief, we thank you for a very comprehensive and lucid statement 
of your needs for next year. All of us are proud of the Secret Service. 
We want to keep it at the very high degree of efficiency, which it has 
always had, and we shall review your request at least sympathetically. 
I can assure you of that. 

Mr. Baveuman. Thank you. 
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WEDNESDAY, JANUARY 28, 1959. 
BUREAU OF THE MINT 
SALARIES AND EXPENSES 


WITNESSES 


WILLIAM H. BRETT, DIRECTOR OF THE MINT 

LELAND HOWARD, ASSISTANT DIRECTOR OF THE MINT 
FREDERICK W. TATE, CHIEF ACCOUNTANT 

BEN C. HOLLYFIELD, ASSISTANT CHIEF ACCOUNTANT 


Program and financing 












































1958 actual | 1959 estimate | 1960 estimate 
Program by activities: 
irect program: 
Operating costs: 
1, Manufacture of coins (domestic) - - --...------.-- $2, 176, 122 $1, 840, 000 $1, 840, 000 
2. Processing deposits and issues of monetary 
Os. hac senknnadonmnciall 898, 567 975, 000 975, 000 
3. Protection of monetary metals and coins. 720, 401 770, 000 770, 000 
4. Refining gold and silver bullion. 431, 019 465, 000 465, 000 
5. Executive direction. --.........--.... 147, 533 150, 000 150, 000 
Total direct operating program costs----.--.-- 4, 373, 642 4, 200, 000 4, 200, 000 
Capital outlay: 
6. Replacement of equipment--_._.-.-....------.-- 13, 855 211, 136 1€0, 000 
Total direct program costs. -....---.---.---.-- 4, 387, 497 4, 411, 136 4, 300, 000 
Reimbursable program: 
1. Manufacture of coins (foreign)..........-.-.-------- 752, 992 735, 000 515, 000 
7. Miscellaneous services to other accounts... ...-...-- 412, 746 340, 000 , 
Total reimbursable program costs. -...-...--.---- 1, 165, 738 1, 075, 000 600, 000 
Total program costs. 5, 553, 235 5, 486, 136 4, 900, 000 
8. Relation of costs to obligations: Costs financed 
from obligations of other years, net (—).......-.-- —30, 056 SUEE TIS isnccossxuaews 
Total program (obligations).........-...---.--- 5, 523, 179 5, 375, 000 4, 900, 000 
Financing: 
Advances and reimbursements from— 
Se INS Gi Siucuacancecascndacnanncocusdaserme —412, 746 —340, 000 —85, 000 
Non-Federal sources: 
Sale of proof coins. rf —452, 141 —420, 000 —420, 000 
oS eee eee —300, 851 —315, 000 —95, 000 
Unobligated balance no longer available--.-......---.--.- 7, 559 |. he 
Appropriation (new obligational authority) .........-.-. 4, 365, 000 4, 300, 000 4, 300, 000 














Note.—Reimbursements from non-Federal sources above are receipts from foreign coinage (31 U.8.C° 
367 (Jan. 29, 1874, 18 Stat. 6)); proceeds from sale of medals and proof coins (31 U.S.C. 369 (as amended May 
10, 1950, 64 Stat. 157)); and proceeds from the sale of personal property (40 U.S.C. 481(c)). 
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Object classification 





























































1958 actual | 1959 estimate | 1960 estimate 
Total number of permanent positions. ...........--..--.------ 830 794 701 
Average number of all employees-- 808 781 685 
Number of employees at end of year..--...-.------------------ 7 715 680 
Average GS grade and salary---.---------------- skbenacwbeeems 6.3 $5,266 | 6.7 $5,867 16.7 $5,947 
Average salary of ungraded positions...........-.---------.-.- $4, 518 $4, 785 $4, 907 
Personal service obligations: 
Pe ED a Saisks wenucinkncasiniwonceccnstenneu $3, 999, 140 $4, 062, 000 $3, 673, 000 
SOR REIN NIT RUE a wiiticewanncwennswacceceesncscccsces 267, 433 138, 000 152, 000 
Total personal service obligations. --...........-.---..-.- 4, 266, 573 4, 200, 000 3, 825, 000 
Direct obligations: 
ee WR conn amecnecawnesennscescanensqswss 3, 418, 910 3, 348, 700 3, 348, 700 
Oe. ns ncccntannaeeseeucen 30, 559 30, 000 30, 000 
03 Transportation of things--- 22, 552 12, 500 12, 500 
04 Communication services- -- e 16, 446 16, 500 16, 500 
05 Rents and utility services...- 243, 798 237, 000 237,000 
06 Printing and reproduction--- 6, 501 6, 900 , 900 
07 Other contractual services... ..-...-.-.----- 35, 572 34, 800 34, 800 
Services performed by other agencies-_.. 2, 163 2, 200 2, 200 
08 Supplies and materials.............-.---.--- 309, 498 290, 000 290, 000 
fo eee 69, 100, 000 100, 000 
11 Grants, subsidies, and contributions. -- ae 195, 672 210, 200 210, 200 
13 Refunds, awards, and indemnities..-_--- le 2, 557 10, 000 10, 000 
Se Ee eee 2,217 1, 200 1, 200 
PO CIE ssn incre wenn nce sce enncs 4, 357, 441 4, 300, 000 4, 300, 000 
Reimbursable obligations: 
Pete Rin baitene cok ne neseneaneensacpocnes 847, 663 851, 300 476, 300 
oe, as “ 15, 205 15, 000 2, 000 
03 Transportation of things--- 30, 819 32, 500 32, 500 
04 Communication services--- Z 6, 165 7, 500 7, 500 
05 Rents and utility services... - 45, 233 63, 000 10, 000 
06 Printing and reproduction... 2, 862 3, 100 3, 100 
07 Other contractual services. -- sad 5, 040 5, 000 5, 000 
08 Supplies and materials-.----- me 99, 134 55, 000 35, 000 
de ee oy RE ee Po eee 
11 Grants, subsidies, and contributions... , 304 36, 800 27, 800 
13 Refunds, awards, and indemnities--.-.- J Of] SSE Sots e 5 Se (eee aeoies 
Te a eee 4, 5, 800 
Total reimbursable obligations..-.............------ 1, 165, 738 1,075, 000 600, 000 
IR ei ecivincndinhkoneneensnccnsnennpas 5, 523, 179 5, 375, 000 4, 900, 000 





Mr. Gary. The committee will come to order. 
Today we will consider the request of the Bureau of the Mint. The 
appropriation for 1959 was $4,300,000, and the estimate for 1960 


is $4,300,000. 


SUMMARY JUSTIFICATION DATA 


We will insert at this point in the record pages 256 through 259 
of the justifications, and the production tables on pages 262, 263, and 
the top of page 264. 
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(The matter referred to follows :) 


Analysis of appropriation base for fiscal year 1960 


Regular appropriation, 1959 act $4, 300, 000 
Supplemental appropriation for 1959 
































Total appropriation, 1959 74, 300, 000 
Reductions : 
Activity No. 1, "Manufacture of coins (domestic)”_-. $15, 000 
Equipment acquisitions 2, 000 
Subtotal 17, 000 
Additions: Activity No. 1, “Manufacture of coins 
(domestic) ” 15, 000 
Adjustment in base (net) —2, 000 
Appropriation base for 1960 4, 298, 000 
Increase over appropriation base for 1960 2, 000 
Appropriation estimate for 1960 4, 300, 000 


2No supplemental is anticipated for 1959 to cover the costs of authorized pay increases. 


Comparison of appropriation base with appropriation estimate for 1960 

















Appropriation base Appropriation esti- Increase (+-) or 
for 1960 mate for 1960 decrease (—) 
Activity 
Average | Amount | Average | Amount | Average} Amount 
Positions Positions Positions 
1. Manufacture of coins (domestic) -- 260 | $1,840,000 TOOT SEOs cicccccchicnssnccaane 
2. Processing deposits and issues of 
monetary metals and coins----- 152 975, 000 152 | eee, ane 
3. Protection of monetary metals 
eee 130 770, 000 130 IN Bscnnw antec baadennikuwtd 
4, Refining gold and silver bullion... 68 465, 000 68 | Ss ee eases 
5. Executive direction. .-.-.....---- 10 150, 000 10 ee Se 
Equipment acquisitions and net 
change in selected resources...-...|-.-------- ee ee +$2, 000 
(0 Se ores 620 | 4, 298, 000 620 | 4,300,000 |.-....--.- +2, 000 
Adjustment in base (net). -_...-.-.- +3 TREE Pibenanwndalwaudaainitews -3 —2, 000 
Total, appropriation 1959, and 
appropriation estimate for 
ME Scdesgsgucadcadinuascd 623 | 4,300,000 620 | 4,300, 000 ae ee 























GENERAL STATEMENT 


The appropriation for the Bureau of the Mint finances the manufacture of 
coins; the receipt of deposits of gold and silver bullion; the safeguarding of 
the Government’s holdings of monetary metals, including coins in processing 
stages until finished and issued; and the refining of gold and silver bullion. 
Coinage mints are located at Philadelphia, Denver, and San Francisco (this 
office is now being operated as an assay office and bullion depository only) ; 
and an assay office is at New York. A gold bullion depository is located at 
Fort Knox; and a silver bullion depository, which operates as an adjunct of 
the New York Assay Office, is at West Point. 

The Mint’s budget is presented on an accrued cost basis, reconciled in total 
with obligations, in order to correctly report the actual cost of the manu- 
facturing-type operations. Costs are applied on the basis of actual use of re- 
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sources for the various activities, and full consideration is given to changes 
in stores, work-in-process inventories, and other pertinent asset and liability 
accounts. Mint revenues are deposited into the general fund of the Treasury, 
and an annual appropriation is requested for operating expenses. Revenues 
for the fiscal year 1960 are estimated at $61,008,000 compared with the appro- 
priation of $4,300,000 requested for that year. 


CURRENT YEAR FUNDS 


Due to fluctuations in the demand for coins and other factors, it has at times 
been necessary to make changes in previously planned allocations of funds 
to the activities for which the Bureau of the Mint is responsible, in order to 
assure the most efficient use of available funds. At the time the fiscal year 
1959 budget was discussed with the Congress, it was anticipated that 2 billion 
coins would be produced during that year. The demand for domestic coins 
has lessened somewhat, and the current program calls for production of 1.7 bil- 
lion coins. Funds which were included in the appropriation for the coinage 
activity, not now required for that purpose, will be applied toward the addi- 
tional cost of wage board pay increases, estimated at $60,000 for the fiscal year 
1959 and to pay increases for classified employees amounting to approximately 
$175,000, which were approved subsequent to enactment of the 1959 appropria- 
tion. The program for fiscal year 1959 has been restated in the current budget 
to give effect to those pay increases and to an increased workload in the de- 
posits activity, which was not contemplated at the time the 1959 budget was 
submitted. 

LANGUAGE CHANGES 


A change in the language of this appropriation is requested to permit replace- 
ment of a station wagon used for transporting guards between Elizabethtown, 
Ky., and the gold bullion depository at Fort Knox, Ky. Elizabethtown is the 
nearest point at which living accommodations are available. 


Analysis of appropriation base 





























| Appropriation allo- Net change in base 
1 cation for 1959 Adjustments in base increase (+) or 
decrease (—) 
Activity 2 ack on oe incl eel che ovate 
Average | Amount Reduc- | Additions | Average | Amount 
positions tions positions 
1. Manufacture of coins (domestic) - 263 | $1,840, 000 15, 000 eG Ricstiie ccc 
2. Processing deposits and issues of 
monetary metals and coins. -__- 152 5) Sn emeaee Perr ase eeeeges |ameeetiegers 74 
3. Protection of monetary metals 
NSE Eye ee ee 130 lO ) a: eee Scene |. |) ees 
4. Refining gold and silver bullion_- 68 |. } RS ee RIN (Bo Ree 
5. Executive direction... ____.__- 10 PM Fi cataneeee insu cnet RN aoe cucu gees 
Equipment acquisitions and net | 
change in selected resources. -----.]------- = 100,000 | 2,000 |............ |---------- —$2, 000 
| nae ad 
Ae ee 623 | 4,800,000 | 17,000 15, 000 | —3 —2, 000 











Comparison of actual production, deliveries, and inventories of coins during the 
period 1944 to 1958 with estimates for the fiscal years 1959 and 1960 


{In millions of pieces] 








Fiscal year Pro- Deliv- Inven- Fiscal year Pro- Deliv- Inven- 











duced ered tory duced ered tory 
1, 700 1, 700 238 || 1951 actual_____.__- 1, 158 1, 523 51 
1, 700 1, 700 238 || 1950 actual.________ 7 495 416 
2, 010 1, 825 238 || 1949 actual_________ 911 996 414 
1, 900 1, 857 53 || 1948 actual_..._____ 1, 095 498 
1, 412 1, 786 10 || 1947 actual__._..__- 2,016 1,390 790 
937 941 384 || 1946 actual.__..___- 1, 658 2, 107 164 
1, 452 1, 204 388 || 1945 actual._....__- 2, 646 2, 589 611 
1, 620 1, 722 140 || 1944 actual_...___.- 2, 579 2, 309 553 
1, 551 1, 360 243 
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Coinage activity at the U.S. mints, fiscal year 1958 



















































































[Pieces] 
Balance on Coins pro- Coins de- Balance on 
Denomination hand July 1,| duced, fiscal livered fiscal hand June 
1957 year 1958 year 1 , 1 
250, 000 1, 400, 931,900 | 1,325, 30¢, 001 75, 881, 899 
250, 000 226, 391, 900 147, 742, 000 78, 899, 900 
4, 803, 799 231, 966, 050 234, 086, 479 2, 683, 
34, 098, 636 123, 706, 060 94, 449, 132 63, 355, £64 
18, 221, 486 26, 954, 052 23, 267, 467 16, 908, 071 
cas ne ganid oceemcnniee enteaatone 52, 623, 921 2, 009, 949, 962 | 1, 824, 845,079 237, 728, 804 
Actual domestic coinage, fiscal year 1958 
Number of Cost per 
Denomination pieces thousand Total cost 
produced pieces 
l cent ..... ry 1, 400, 931, 900 $0.79 $1, 105, 977 
Pi cceetensiccinkphotnucassdiccandokshanddaaddsnnentuebeel 226, 391, 900 1.49 337, 992 
10 cents... baie 231, 966, 050 1. 57 364, 140 
i ae 123, 706, 060 2.20 272, 157 
50 cents........- 26, 954, 052 3. 56 95. 856 
( 2, 009, 949, 962 }........-.-.-. 2, 176, 122 
Estimated domestic coinage, fiscal years 1959 and 1960 
Number of Cost per 
Denomination pieces to be thousand |Total cost 
produced pieces 

RO a de dihbnthemw sa L5th i cts bdecdeleinbathinddsbdbphosinthn 1, 166, 000, 000 $0.80 | $935, 600 
Bees s cricddind aacen alana p dndeae 6 dnee bp an eaianbakademsenee 148, 000, 000 1,62 239, 800 
i ncdddnsitstcudedsansacndhansstapeehewenadduaupedannstaae 268, 000, 000 1.32 353, 800 
Senet teed ongsdnebcnrebecpytsnninie age taqdsucmmpabemeiennen 90, 000, 000 2. 28 205, 200 
DUE na ates stcecussssxcvdecsbenctusssanpradpadsétnasanenameeae 28, 000, 000 3.77 105, 600 
UR Sin cxuucaittadapeyrauphunawakadgaseeus ahastanndooungel 1, 700, 000, 000 |-.------.--- 1, 840, 000 














Mr. Gary. We have with us today as a witness Mr. William H. 
Brett, the Director of the Mint. We shall be very glad to hear from 
you at the present time, Mr. Brett. 


GENERAL STATEMENT 


Mr. Brerr. Mr. Chairman and members of the committee, the acti- 
vities of the Bureau of the Mint include the manufacture of coins, 
the receipt of deposits of gold and silver bullion, the safeguarding 
of the Government’s a of monetary metals and coins, and the 
refining of gold and silver bullion. The present Mint organization 
consists of three mints, located at Philadelphia, Denver, and San 
Francisco (this office is now being operated as an assay office and 
bullion depository only) ; an assay office at New York City; bullion 
depositories at Fort Knox and West Point; and the Office of the 
Director in Washington. 

The Mint’s program for the fiscal year 1959 has changed some- 
what from the presentation we made last year in securing operating 
funds from you. These changes will be explained in connection 
with the coinage, deposits and refinery activities. At the outset, 
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you will recall that in our hearings last year we pointed out that 
each year we are required to absorb per diem wage increases Inas- 
much as no provision is made for these increases in our annual re- 
quests for funds. Unless there is a corresponding increase in effici- 
ency in our manufacturing operations to offset these increases, the 
cost of production goes up, and with a fixed appropriation this means 
that production goes down. We spoke only of per diem increases 
last year, but there has been introduced into the picture the classified 
pay increases which became effective January 12, 1958. As it now 
stands, our 1959 appropriation will absorb $175,000 in classified pay 
increases, $60,000 in per diem wage increases granted in 1957, and 
$46,600 in per diem wage increases which recently have been granted 
in the latter part of 1958. The total of these per annum and per 
diem increases amounts to $281,600. In spite of these cost increases, 
the Mint is not planning to request a supplemental appropriation for 
the fiscal year 1959. ; 

The appropriation requested for operation of the several Mint 
offices during the fiscal year 1960 amounts fo $4,300,000, which is the 
same amount appropriated for the fiscal year 1959. The per diem 
wage increases referred to above in the amount of $46,600, which 
became effective in November and December of 1958, will cost $86,- 
700 during the entire fiscal year 1960. Since these were not in effect 
when our 1960 budget was formulated, there is no provision for this 
cost in our presentation. 


COINAGE PROGRAM 


Produetion of domestic coins is the major activity of the mint. 
The demand for coins has been quite active during the past year, and 
large quantities of coins have been requisitioned from the mints. 
Coins are shipped from the mints to the Federal Reserve banks and 
branches upon receipt of orders from the banks, and the volume of the 
coinage program is therefore determined by the public requirements 
for coins. 

The demand for coins was very heavy throughout the fiscal year 
1958, and the mints produced a total quantity of 2,010 million coins. 
Deliveries to the banks amounted to 1,825 million coins during that 
year, leaving an inventory of 238 million pieces at the end of the fiscal 
year 1958. 

Funds included in the appropriation granted for the fiscal year 1959 
provided for production of 2 billion coins. However, due to the 
availability of coins in the Federal Reserve banks, there were fewer 
coins required from the mints during the first 6 months of fiscal 
1959, and production at the mints during that period amounted to 
731 million pieces. Of that total, 649 million pieces have been shipped 
to the banks, and the mints had an inventory of 319 million coins on 
hand at the end of December 1958. The coinage program has been 
restated in the budget now under consideration, and the current pro- 
gram provides for production of 1,700 million coins in the fiscal year 
1959. 

In addition to domestic coinage, the mint has received orders for 
172 million coins from several foreign governments, and another 
large order is pending. Foreign coins are made at the Philadelphia 
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Mint, and about 100 million foreign pieces have already been produced 
on the new equipment at that plant. Production of the foreign coins 
may result in a further reduction in the domestic coinage program ; 
however, all foreign coins are produced on a reimbursable basis, as 
domestic coinage permits. 

Although the mint’s coinage program for fiscal 1959 has been re- 
duced by 300 million pieces, unit costs have not been increased because 
of this factor. It is hoped that the cost increases which ordinarily 
would occur from a large decrease in volume will be offset by increases 
in efficiency resulting from production improvements. Improvements 
have been made in connection with melting, rolling, and coil and slab 
annealing operations at the Denver Mint. In addition, we anticipate 
more efficient operations from the new equipment installed in the 
Philadelphia Mint. Although some difficulties have been encountered 
with this equipment, it is expected that cost decreases will occur when 
the “bugs” have been worked ont, and we get into large-scale produc- 
tion on all denominations. 

The appropriation under consideration for the fiscal year 1960 con- 
templates production of 1,700 million coins at a cost of $1,840,000, the 
same program as is now planned for the current year. It is estimated 
that this quantity of coins will be required for the Nation’s business 
transactions. Present production plans provide for the coinage of 
approximately 1,100 million coins at Denver, and 600 million coins at 
Philadelphia, in that year. 


OTHER ACTIVITIES 


Deposits: The cost of the deposits activity for the fiscal year 1959 
has increased due to the pay increases referred to above, and an in- 
crease in workload. The cost of the deposits activity for fiscal 1960 
is estimated at the same amount as fiscal 1959. 

Protection: No significant changes are contemplated for the pro- 
tection activity other than classified pay increases, and the cost of this 
wo is estimated at the same amount for both fiscal years 1959 
and 1960. 

Refinery: Electrolytic refining operations are being conducted at 
the New York Assay Office, and fire refining operations are in full 
swing at the Denver Mint. The electrolytic refinery at Denver was 
not opened this year, as originally contemplated, because of a shortage 
of technical employees trained in that operation. Fire refining op- 
erations will be continued at Denver to the extent necessary ; however, 
it is anticipated that electrolytic refining operations will be resumed 
at that institution in fiscal 1960. 

The budget request provides for operation of the refineries at the 
New York and Denver plants in fiscal 1960 at the same cost as in 
fiseal 1959. 

MANAGEMENT IMPROVEMENT PROGRAM 


An active management program is vigorously pursued in the mint, 
and a continuing search is made by management committees in each 
of our large offices, and by special surveys of operations, for more 
eflicient methods and procedures. Representative management ac- 
tions are as follows: 
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The modernization of melting and rolling facilities at the Phila- 
delphia Mint, which has received the continuing attention of officials 
of the Philadelphia Mint and the Office of the Director for the past 
several years, is now complete. Estimated annual savings of $304,000 
have already been reflected in reduced appropriation requests. 

An X-ray gage was installed on the finish rolling mill at the Denver 
Mint to provide better control of the thickness of finished strips. 
Annual savings are estimated at $15,000. 

Additional items include installation of electric furnaces from San 
Francisco in the Denver Mint, purchase of faster screwdown motors 
for rolling operations at Denver, expansion of the strip and coil 
annealing furnace at Denver, and similar items of a minor nature. 
Specific dollar savings have not been attributed to these items; how- 
ever, each improvement of this nature is important to our continuing 
effort to hold costs down. 

It is a pleasure to appear again before this committee and present 
the program for the Bureau of the Mint. 


IMPROVEMENTS IN PHILADELPHIA MINT 


Mr. Gary. Mr. Brett, will you tell us something about the status 
of “y improvements that you are making in the Philadelphia Mint 
now 

Mr. Brett. Well, the equipment installations as originally laid out 
have all been completed and are in operation. There are certain tie- 
ins between the end of that finish rolling mill and the blanking of 
coins that are still in the process of being realined, better conveying 
and better handling. As far as the primary objectives, they are com- 
pleted and they are successful. They have not quite come up with the 
cost savings that we had anticipated, or I guess that we spelled out, 
but I think that is more due to the fact that we have not licked all 
the problems of the various denominations. 

There have been problems involved in nickel and in silver, so we 
have not been able to do what we should do to prove out the complete 
effectiveness of that new equipment, that is, to give Philadelphia a 
balanced program of so much copper, so much nickel, and so much 
silver and really turn them loose and let them run. We could do that, 
but due to the fact we have reimbursable work there, we have foreign 
coinage orders, and Denver is working beautifully in carrying out our 
needs, just to give us the satisfaction of seeing how good we are in 
Philadelphia would be setting up what I would consider an artificial 
program. I think we will find the money we have spent has been well 
spent. As you know, it is an old building, it is not the most ideal sit- 
uation, but I think it will be satisfactory. 

Mr. Gary. When I was up there looking over the improvements, I 
remember that due to the lack of space, in order to have the necessary 
se for the operation you had to run one flue outside the building 
through a window and bring it in at another point. Is that working 
out all right? 

Mr. Brert. It is working out fine, unusual as it may seem. There 
may be some spots where we could be accused of some real Rube 
Goldbergs, but it had to be done with that building, but it has been 
justified and will be more fully justified. 
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Mr. Gary. Do you think when you are through the unit cost of 
operation will compare reasonably with the Denver Mint? 

Mr. Brett. Well, I think it will live up to exactly what we repre- 
sented here in these meetings; that is, considering the fact that the 
big demand is in the East and that we have to deliver coin in the 
East and that it costs money to deliver coin, I believe that on the 
basis of delivered cost it will live up to the presentations we made. I 
do not think, in view of the size of ingots we are using and the type 
of running around we are joe-~ealh we would have to do some 
pretty fast work to equal Denver’s cost on an undelivered cost basis. 


TRANSPORTATION OF GUARDS AT FORT KNOX DEPOSITORY 


Mr. Gary. You have a rather unusual transportation system with 
regard to your guards at the depository at Fort Knox, do you not? 

Mr. Brett. We have a double station wagon setup because the de- 
pository is so isolated. We furnish them transportation to Elizabeth- 
town and back, with one of the guards doing the driving, and we 
keep two station wagons for shuttling back and forth. 

Mr. Gary. They live at a distance from the depository ? 

Mr. Bretr. The bulk of them live at Elizabethtown, which is 17 
or 18 miles from the depository. Others live beyond and others live 
on the way and they run this shuttling bus. 

Mr. Gary. Does the Government pay the operating cost of the bus? 

Mr. Brerr. Yes, and furnishes the bus, and we buy a new one every 
2 years. 

Mtr. Howarp. And keep the old one as a spare. 

When we are talking about does the Government furnish every- 
thing, it is a station wagon, it should not be called a bus, and they 
drive it themselves. They take turns driving it, so it is just the gas 
and oil and upkeep and the purchasing of the ie involved. 

Mr. Brerr. We run approximately six trips for the three shifts 
back and forth. 

Mr. Gary. Are the guards paid for the time spent in transit? 

Mr. Brerr. I do not think so. 

Mr. Howarp. No, sir. 

Mr. Gary. Is this station wagon used for any other purpose or just 
for that purpose ? 

Mr. Brett. Occasionally, it may pick up supplies, and occasionally, 
I guess, when somebody goes to Washington, they will drive up to the 
airport at Louisville. They have not for me, but they may do that 
occasionally. 

Mr. Howarp. When an accountant goes from Washington or some- 
thing like that, they will pick him up there. 

Mr. Gary. You replace these buses every year? 

Mr. eases One every 2 years, so that makes the life 4 years. Is 
that right? 

Mr. , 2 They have standards in the Budget Bureau that are ob- 
served. I believe they put it on a mileage basis, and because of the 
number of round trips required, we go beyond the mileage require- 
ments. 

Mr. Howarp. We have to keep that bus around the clock 365 days 
ayear. It makes three round trips each day every day. 

364395913 
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Mr. Gary. For different shifts? 
Mr. Howarp. Yes. It takes a shift up and brings a shift back. 
You were asking if they got paid portal to portal. They are only 
paid for 8 hours. 

Mr. Gary. Do you have any idea as to the mileage of the bus when 
you replace it ? 

Mr. Tare. It would be over 60,000 miles. I do not have the exact 
figure. But every time we have tested it we have found it is over the 
allowance of the Budget Bureau. 


SAN FRANCISCO OPERATIONS 


Mr. Gary. The actual minting operations have been completely 
closed in San Francisco; is that right 

Mr. Brett. That is right. Legally it still carries the name of the 
mint, but we have reduced ourselves to one-half of the first floor 
and the vaults underneath the place and turned the balance of the 
building over to GSA and they completely rebuilt it. I think it is 
fully occupied. They have five Federal agencies they have taken 
out of rental space in the city of San Francisco. I have not had a 
final report as to whether all of those agencies are in. Most of them 
are in. Mr. Floete and Mr. McConihe are delighted with the build- 
ing. It is a marvelous building out there and they are making a 
considerable saving in rental space in San Francisco. 

Mr. Gary. You are supplying the west coast from the Denver 
plant ? 

Mr. Brerr. Yes, sir. We still have 31 or 32 employees in San 
Francisco. 

Mr. Tare. Thirty-two or thirty-three. 

Mr. Brerr. It is 31 as it stands today and we are buying gold and 
silver there and selling gold and silver there and doing the assaying 
at that point, and that is all. We are not refining or doing any 
coinage work there. 

Mr. Tate. Thirty-three is the correct number of employees. 

Mr. Brert. Thirty-three. I am sorry. 


PERSONNEL REDUCTION 


Mr. Gary. Does this budget request contemplate any additional 
personnel for 1960 over 1959? 

Mr. Howarp. No, sir; it contemplates three less. There is an extra 
day and we adjusted it by taking $15,000 out and three employees. 
There are three employees less. 


FOREIGN COIN PRODUCTION 


Mr. Gary. You mentioned your foreign coin production. Is that 
about the same as usual ? 

Mr. Howarp. I would say it is up a little bit this year. 

Mr. Gary. Do you make a profit on that? 

Mr. Brerr. No. 

Mr. Howarp. Mr. Gary, we do not make a profit but we see that all 
our expenses are covered, and included in those expenses are over- 
head costs that are applied to the foreign coinage cost. You probably 
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noticed when Mr. Brett read our justifications he pointed out that 
even though we had a decrease in our domestic production we were 
keeping the cost the same. Normally if we had a decrease in our do- 
mestic production we would have an increase in cost. If we can pull 
in foreign work and other reimbursable work, where we can apply 
overhead, we can keep our cost the same. It is a great factor in help- 
ms tr keep down our cost. iA : 
or example, if we got a million dollars from you and got a mil- 

lion dollars in reimbursable work, we would be able to split our 
overhead 50-50 under one set of circumstances with the reimbursable 
work, whereas otherwise our domestic work would absorb 100 per- 
cent of the overhead. When you reduce your program you cannot 
reduce your overhead proportionately because you do not reduce your 
foremen, for example. 4 

On our foreign coinage, we do hold that fairly near the cost, but 
we do include these other expenses, use of equipment, etc. 

Mr. Gary. And it does enable you to stabilize your employment by 
running the plant when your regular work is low ¢ 

Mr. Brerr. That is right. 


PROOF COINS 


Mr. Howarp. I would like to point this out: We have considerable 
reimbursements from proof coins. I might add in proof coins, we 
hold the same price year in and year out, no matter how much we 

roduce. We charge $2.10 for 91 cents face value of coins. That 
eaves us $1.19 to pay for manufacturing costs and we make them by 
hand practically, to pay postage and other things, other costs, but as 
far as our cost is concerned we only take 60 cents out of that $1.19 and 
the difference we turn into the general fund of the Treasury, so on 
our proof coins we actually have what in business terms would be a 
profit. We actually charge more than it costs us but we turn the 
excess into the general fund. I can give you the reasons why but I 
won’t go into that because it is a long, involved thing. 

If we put the price up and down we would never know where we 
stood, because one year we would produce a lot, the next year we 
would produce practically none. 

Mr. Brerr. We cannot cut the price ahead of time and after the 
year has begun, we can’t cut it. It is an unfortunate situation. 


COINS MINTED AT PHILADELPHIA AND DENVER 


Mr. CanFrevp. Mr. Brett, what percentage of coins are minted at 
Philadelphia and what percentage at Denver? 

i Brett. As we represented in here it is about 1.1 billion to 600 
million. 

Mr. Howarp. Normally it will run between 70 to 80 percent in 
numbers. 

Mr. Brerr. At Denver. 

Mr. Howarp. Seventy percent at Denver and say 30 percent at 
Philadelphia. 

Mr. Brerr. The exact projection is 1.1 billion at Denver and 600 
million at Philadelphia for this proposed year. 
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MINT LABOR COSTS 


Mr. Canrrevp. What is the difference respecting labor costs? 

Mr. Brerr. Labor rates or costs? 

Mr. Howarp. The labor cost would be relatively the same. How- 
ever, the production cost at Denver will be less than the production 
cost in Philadelphia because of the type of equipment, the large-scale 
equipment we have in Denver. That ot a direct effect, Mr. Canfield, 
on our costs. We have given you a combined cost here and if we 
pmo the bulk of our coins in Denver, we save our appropriation. 

f we produce more coins in Philadelphia, it is expensive to our ap- 
propriation. We pay the transportation cost out of a revolving fund 
and not out of an appropriated fund. Actually, Mr. Brett mentioned 
a while ago that a laydown cost would be roughly the same, but going 
to the appropriation point of view, it is to our advantage to produce 
in Denver. 

Mr. Canrtetp. What kind of labor do you generally employ in your 
mints? In other words, how do you describe the type of labor? 

Mr. Howarp. It would be of the skilled type. We do have some un- 
skilled labor. It would be what you wot call blue collar, a great 
deal of it, but our workers are skilled. 

Mr. Canrievp. What is the class of the men actually working on the 
coins? What do you call them? 

Mr. Howarp. Actually on the coins they would be the skilled work- 
men type. I think the title we call them is “pressmen.” 

Mr. Brerr. You have different departments. In your foundry you 
have melters that are melting silver, melting bronze; then you have 
the rolling room, where you have rollers, comparable to bronze and 
silver rollers in private enterprise. 

Mr. Canrretp. What do you pay pressmen or rollers? 

Mr. Howarp. I have a schedule of wages for ungraded jobs. That 
is our per diem blue collar people, and I will go down the line: Engi- 
neers, stationary—and I will give you the minimum rate—is $2.49; 
furnace builder is $2.56; helper, general is $1.95; helper, trades is 
$2.14; laborer, custodial is $1.71. That goes on down through those. 
Then you get into another section: Machinist A at $2.69 an hour; 
machinist B at $2.45; medal maker at $2.30. 

Mr. Gary. Those wages are fixed by the wage board, are they not? 

Mr. Howarp. That is right. 

Mr. Gary. You have no control over them at all? 

Mr. Howarp. No; except we help them make the survey and we 
review them. 

Mr. Gary. The wage board actually fixes the wages? ’ 

Mr. Howarp. That is right. I might say, we have tool and die 
hardener, $2.77 an hour, a very skilled trade, tool and die maker, the 
men that make our dies is $2.88, transfer engraver, the man who trans- 
fers design onto a plate, $2.98 and we have various classifications such 
as that. 

POSSIBLE SUPPLEMENTAL BUDGET 


Mr. Canrtexp. Mr. Brett, you tell us today the per diem wage :n- 
creases which became effective in November and December of 1958 
will cost. $86,700 during the entire fiscal year 1960. Then you go on 
to say that, “Since these were not in effect when our 1960 budget 
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was formulated there is no provision for this cost in our presenta- 
tion.” Does that mean that you may be up for a supplemental fund ? 
Mr. Brerr. If the demand maintains for the coin and we have to 
go through on the basis we project, we might have to come back. 
Mr. Gary. Will the gentleman yield ? 
Mr. Canrievp. Yes, indeed. 


SAVINGS FROM MODERNIZED EQUIPMENT 


Mr. Gary. I notice on page 2 you state that “Total of these per 
annum and per diem increases amounts to $81,600.” Then’on page 
5 you state that “The estimated annual savings in the Philadelphia 
Mint is $304,000 and the estimated savings at Denver is $15,000,” 
which makes a total of $319,000. So you have a difference there of 
approximately $40,000. 

r. Brerr. Yes. I would rather turn this over to the accountant, 
except that your estimated saving of $304,000 would be on the projec- 
tion of a certain volume of domestic coinage. 

Mr. Howarp. Mr. Gary, that $304,000 is a saving that we have 
taken in the past out of our budget, when we put in this new equip- 
ment. This oe already been deducted out. Tho cost savings have 
been shown to that extent. 

Mr. Gary. Was it deducted in the 1959 budget ? 

Mr. Howarp. I think part of it was deducted in 1959 but the bulk 
was in 1958, I believe, as we started to bring that equipment in. We 
have been cutting down and we figure that today we have an annual 
saving in our budget of $304,000 from that equipment. It is reflected 
in reduced unit costs. 

Mr. Gary. And also assuming there is no reduction in your appro- 
priation, the difference would go into the number of coins that you 
produce; is that correct ? 

Mr. Howarp. Are we talking about the $304,000? 

Mr. Gary. Any difference that you have between a savings and 
additional expenditures. In other words, you are asking for exactly 
the same amount for 1960 that you have for 1959. 

Mr. Howarp. Yes, sir. 

Mr. Gary. And you are absorbing certain expenses, like increased 
compensation for salaries and wages. You have had certain savings in 
your operations because of the changes in Denver and Philadelphia. 
After all, the amount you request is determined largely by the vol- 
ume of coins you put out; is that not true? 

Mr. Howarp. Yes, to a great extent. 

Mr. Gary. So if you had additional costs not taken care of and you 
did not ask for additional money to take care of it you would have to 
reduce your coinage ? 

Mr, Howarp. Meet it in two ways: Either meet it by increased ef- 
ficiency, find ways to make up part of it, or else cut our programs. If 
pe will notice, we have restated our program. We cut it from 2 
billion coins back to 1.7 billion. We figure we will not have the sav- 
ings coming along to absorb any more of that. We have to take it 
out of production. We have reduced our production in 1959 and we 
projected the same thing over for 1960. We point out that already 
we have got on our back this amount that Mr, Canfield mentioned 
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of wages that had been granted back in November and December of 
1958 that we have not put in our 1960 budget. 

Mr. Gary. So you will either have to reduce your program further 
or come in and ask for a supplemental ? 

Mr. Howarp. That is right. This year we did not have to come 
in and ask you for a supplemental. You will recall last year I 
spe out that if we could not meet the blue-collar pay increases 
»y absorption we might have to come in. The reason we are not in 
this year is because our demand picture is better than it has been in 
the past. It is off and we believe we can absorb it. We can’t give 
you assurances for next year. If we have the business pickup that 
is contemplated and everything, we believe the demand will go up. 
TRENDS OF COIN DEMAND 


Mr. Canrtevp. That is the question I was going to ask. The de- 
mand was heavy during fiscal year 1958, with the droppage during 
fiscal year 1959. 

Mr. Howarp. That is right. 

Mr. Canrteip. The Secretary, who appeared before this committee 
just a few days ago, stated that he expected the economy to pick up 
in a very substantial way during fiscal year 1960. If that develops, 
then you are going to have increased demand. 

Mr. Howarp. That is right. If that develops, or it could happen 
without that development if there was some change in monetary 
habits, such as a tax that would be put on, a sales tax, let us say, or 
something that would change the price structure. It would cause 
the public to need more change. 

Mr. Brerr. And also the trend. Actually, July, August, Septem- 
ber, and October of 1958 was less in the way of demand than the 
year before but the trend through the latter part of November and 
December indicates a stiffening up of the demand. Not as many 
coins are coming back now as did a year ago, which indicates the coin 
is being needed on an accelerated scale in comparison to a year ago. 

Mr. Howarp. The retail sales at Christmas were very heavy and 
stimulated coin demand considerably. 


EXPORT OF GOLD 


Mr. Canrtetp. Mr. Brett, or Dr. Howard, we read about the ex- 
port of gold from the United States to foreign countries. 

Mr. Brett. I will let Dr. Howard talk about that. 

Mr. Howarp. When you mentioned export of gold, actually there 
is no export. Actually what it is, it is taking gold from us: that is, 
the Treasury Department, and moving it over into the Federal Re- 
serve Bank of New York on earmark. It results from a favorable 
balance of payments as a rule, in which they draw down the difference 
in gold instead of increasing their dollar balances. 

It means that the countries that are trading with us sold us more 
than we sold them and they had a balance and they took their balance 
or a large part of it, at least, in gold. , 
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COIN DENOMINATIONS 


Mr. Canrizxp. Is the penny still the number one coin? 

Mr. Brett. We had a letter just yesterday suggesting that we coin 
a 3-cent coin. We received it from some Representative or Member 
of Congress, I think. 

Mr. Canrretp. I think you stated 70 percent of the coins now 
minted are pennies. 


Mr. Howarp. That is right. ne ! 
Mr. Bretr. To introduce a new denomination would raise havoc— 


machines, equipment, everything else, and apparently the present 
denomination is taking care of the demand. 

Mr. CanrieLp. What is the situation regarding your inventory 
of the $1 coin ? 

Mr. Brerr. We are shipping them to Denver, to the west coast at 
as rapid rate as we can, reasonably. We still have an ample supply. 
You have the figures on exactly how many we have today. 

Mr. Howarp. There are about 202 million coins in the Treasury 
accounts. We have about 160 of those and the Treasury’s office 
about 40; there is estimated to be about 278 million in circulation. 

Mr. Canrtexp. These are the cartwheels? 

Mr. Howarp. That is right. 

We have not made any since 1935 because we do have this 202 
million in the Treasury and they are ample to satisfy the needs, we 
believe, for many years to come. 

Mr. Canrtevp. Current demand is rather limited ? 

Mr. Howarp. Very limited. 

Mr. Brerr. About 10 million a year, or something like that. 

Mr, CanrieLD. But there are still parts of the country where they 
are much in use? 

Mr. Howarp. Yes, sir, in Las Vegas, Reno, they are very popular. 


FOREIGN COINAGE ORDERS 


Mr. Canrrextp. Mr. Brett, you have told us about your foreign or- 
ders and how they come under reimbursable accounts. What forei 
countries are having the United States now mint their coins; that is, 
countries with eregeny large orders? 

_Mr. Bretr. Right at the present time we have an order for 34 mil- 

lion Venezuelan, 50 million from Cuba, which we have completed by 
the way, 2 million from Honduras, which is also completed this fiscal 
year, 30 million from Costa Rica, none of which has been produced, 
55 million from the Phillipines, of which we have produced and 
shipped about 30 million, 25 million still to be produced in the next 
6 weeks for the Phillipines. 

Mr. Canrietp. You say you had 50 million from Cuba. I assume 
that was from the so-called Batista government ? 

Mr. Brerr. Yes, because they have been produced and shipped be- 
fore the trouble down there. 

Mr. Canrrexp. I assume they have been paid for. 

Mr. Brerr. They are paid for in advance. We don’t run credit. 
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EFFECT OF A REVOLUTION ON CURRENCY 


Mr. Canrietp. This may be one for Dr. Howard, who is a monetary 
expert. What is the effect of a revolution, as we have just noted in 
Cuba? What is the usual effect on the currency of a country such as 
in Cuba? What happens? 

Mr. Howarp. In the past, in South America—and they have had a 
lot of experience with revolutions—they usually keep the same coin 
and about the only time they replace it is when a dictator has put his 
portrait on a coin and they don’t care to have him in circulation any 
more. I don’t believe Cuba would change their coinage. 

Mr. Canrietp. They usually stand behind their money ? 

Mr. Howarp. Yes; very well. 


ELECTROLYTIC REFINING 


Mr. Canriexp. One other question, Mr. Brett. Generally speaking, 
I think I have an idea of a a the word electrolytic means. 

Mr. Brerr. It is a process of refining and separating gold from your 
base metals, which is very parallel to the process of plating, such as 
you would do with nickel or chrome plating. It is a tank using direct 
current, an anode, a cathode, and you transfer the metals and separate 
them electrolytically through a bath. It is electrolytic refining against 
fire, or melting refining. 

Mr. Canrtetp. That is all, Mr. Chairman. 

Mr. Sreep. Mr. Brett, I have always been impressed with the very 
fine and efficient manner in which the mint operates. It seems that 
this year you have another very good record here to your credit. 


UNREFINED BULLION 


On thing that I was curious about: I noticed that in our justifica- 
tions you mentioned the fact that the stocks of unrefined bullion 
increased this year and that this refined process should be carried out 
and bullion produced to standard sized bars, etc. How long do you 
figure it would take you to work that unrefined stock off? 

Mr. Brert. I don’t know that I have seen the exact figures on that. 
At Denver we had enough unparted bullion I guess to last us for 12 to 
15 years and I think in New York it would be 8 or 10 years, some- 
thing like that. Weare falling behind. Of course, personally, I feel 
very strongly that we should continue refining of all the bullion that 
we buy and that we should do it as rapidly as possible, merely as an 
insurance, a proof that our buying practices and our operating prac- 
tices are correct and that we are proving our purchases while the 
administration, the men sitting here, are alive and on the job; refine 
it and come up with what we have bought. 

Mr. Sreep. I don’t know anything about this whole thing. In the 
purchase of bullion, do you stand a chance to sustain a loss when you 
purchase ? 

Mr. Bretrr. With the people that we have in the mint and their 
ability to assay the purchases that we make, I am perfectly satisfied 
that we are not running any risk. I think we are conservative in our 
buying policies. With the human element, it might be possible. I 
won’t say it is not impossible. We have created every safeguard 
against it we can possibly create. 
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Mr. Srzep. Carrying this large backlog of unrefined bullion, I 
think 1,761 tons of it, does leave you in a position where there is some 
element of uncertainty until it has been processed; is that correct? 

Mr. Brert. I assume there could be some uncertainty in it; yes. I 
am certainly not losing any sleep over it. 

Mr. Sreep. I am trying to ascertain whether it is a serious thing as 
to whether it is ever refined or whether the refining of it should be 
stepped up. 

Mr. Brerr. I think the problem of refining, in my opinion, is first 
one of security, which means people, well trained, efficient, reliable, 
thoroughly honest people, and for that reason refining should be set 
up as a continuing operation, not treated as a football, the matter of 
cutting back 1 year in an economy wave and expanding the next 
year. I think it should be a steady, normal operation. It will depend 
upon your ability to get the right kind of people to run the refinery. 

Mr. Howarp. Mr. Steed, in that connection, bullion that is refined 
takes up a lot less space. It takes up a lot less bookkeeping entries 
too. When we speak of unparted metal, I doubt if that metal there 
would average more than 300 or 400 parts gold per thousand. In 
other words, you would reduce your bulk by better than two-thirds, 
because the metals that you eliminate are bulkier than gold when you 
refine your gold. It does help your bookkeeping because you don’t 
have to have as many entries. You can control it, once you get your 
gold refined and melted. You make one entry for approximately 
8,000 ounces because you pour a melt out of a pot and you keep that 
pot as one entry, because everything that comes out of that pot is the 
same homogeneous mass. 

The other thing is, relating to the question you asked, and which 
Mr. Brett dealt with, he did not want to say he had any doubt about 
the gold being there but I think he wanted to say he would like to 
have the money to keep refining it. I feel the same. I don’t think 
there is any doubt it is there but I think it is good practice to refine 
this during the lifetime of the people who bought it and took it in 
and a lot of that gold has been houaht by people who are long gone 
and dead. 

Mr. Streep. At your present rate you cannot accomplish that ? 

Mr. Howarp. No, sir. We have to get that refinery operating in 
Denver, which we propose to do next year, and eat into that ical 
When we start the refinery it won’t be on a large scale. It will be 
only a modest program. 

(Discussion off the record.) 

Mr. Howarp. We have an exception in the gold regulation to really 
take care of that type person you mentioned. That is, the small 
miner or “sourdough” panner. Gold in its natural state, and that is 
the way he would get his gold when he panned it—that is, gold that 
has not been treated in any way but has just been taken out of the 
gravel by washing—he is permitted to hold that gold, sell it, do any- 
thing he wants to with it, without a license. The only thing he can’t 
do is melt it. Once he melts it then it falls under the regulation— 
melts it or treats it in any way, but as long as it is in its natural state 
he doesn’t have to file a report on it, or anything. We left that loop- 
hole in there for that purpose and, like all loopholes, sometimes some- 
body else takes advantage of it. 

Not many years ago one of the large brokerage firms started selling 
gold in containers, this type gold, and some of it was sold and then 
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later on the people that bought it came around wanting to dispose of 
it and found out they had lost considerable money by buying it. 

Mr. Streep. That is all, Mr. Chairman. 

Mr. Pixon. Mr. Director, I would like to commend and compli- 
ment you and your staff upon what appears to be a very fine manage- 
ment job here. 

Mr. Brerr. Thank you very much. 

Mr. Pixio0n. If all the appropriations followed the same pattern, I 
am sure we would not be in our present inflationary situation and 
critical financial situation in the country. I think it is wonderful. 

Mr. Gary. This is the first agency we have had, to request the same 
as last year. 

Mr. Pitut0on. They have three people less. 

Mr. Gary. I congratulate them on that, too. They do not ask for 
an increase. I will say some of them are merely asking for an in- 
crease to take care of the additional salary increases, but this is the 
first one we have had that is not asking for any additional increase 
atall. I congratulate you, sir. 

Mr. Prixiion. Yes, and also upon the fact that you were able to 
absorb some of those increased costs by increased manufacturing 
efficiency. 

1950 VERSUS 1959 BUDGET 


I note that from 1950 to 1959 your budget has gone up approxi- 
mately $300,000, which I think is remarkable for that period. 

Mr. Howarp. For what period is that? 

Mr. Prxti0on. 1950 to 1959. 

Mr. Howarp. Our budget has gone down. 

Incidentally, in 1950 we produced only 497 million pieces of coin 
and we turned money back that year. We had $4,800,000 appropri- 
ated. We received $1,081,780 in reimbursements. We had a total 
funds available for expenditure of $5,881,780 and we only spent 
$4,911,903 and turned back $969,887. 

Mr. Pitxion. That sounds better and better. 

Mr. Brett. We turn back consistently every year. 


SEIGNIORAGE 


Mr. Pinion. I am new on this committee. I wonder if you could 
explain this operation tome. When you produce, say, a 25-cent piece, 
how much metal goes into that? What is the value of the base metal? 

Is that accounted for in here or is there a profit made on that? 
How does that operate ? 

Mr. Howarp. That metal comes from the bullion fund. In the case 
of silver it is taken out and there is approximately seventy-two one- 
hundredth of an ounce of silver in four quarters. You can divide 
that by four, and that is the amount of silver that goes into a quarter. 

Mr. Prttron. How much is that? 

Mr. Howarp. That is about three-fourths of an ounce. Silver has 
different prices, but I will use the market price, roughly 90 cents. 
You would have about 16 cents worth of silver. 

Mr. Prutton. Is there a profit made? 

Mr. Brerr. If you go to your cents or nickels, it would be very 
much simpler to point the thing out. 
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Mr. Pituion. Where does the profit come in? Is it the difference 
between the manufacturing and cost of metal and 25 cents? 

Mr. Brerr. On the 1-cent piece we get 145 cents out of 1 pound of 
copper. It will vary from 25 to 50 cents a pound, so that the cost of 
manufacturing ends up with a very substantial profit of probably 67 
cents on every dollar’s worth of 1-cent pieces we make. 

It is greater on the 5-cent pieces. It runs up to 88 cents profit on 
a dollar’s worth of 5-cent pieces. You get into silver and it becomes 
very much more complicated, as Mr. Howard explained. 

Mr. Howarp. Next year if we carry out the coinage program we 
propose in this budget—incidentally, the silver we would coin out 
of it is 71-cent silver, below the present day market price of 90 
cents, we will turn back into the Treasury—this is an accurate figure 
because it is not guesswork—if we produce the coins, we will turn 
back $30,195,000 from the production of dimes, quarters, and half 
dollars. 

We will turn back in to the general fund of the Treasury $15,870,000 
from the production of 1- and 5-cent pieces. 

The later figure has to be an estimate because we do not have the 
copper and nickel on hand and the change in the market price of that 
would either up it or lower it, but on the silver we already have that 
in the till and know where we stand. In other words, that would be 
about $46 million that we would make from coinage following this 
program we have submitted here. 

Mr. Priition. Which does amount to a total profit to the Govern- 
ment unless you take out the cost of the silver; is that right? You 
are turning back that much in receipts? 

Mr. Howarp. This would be above the cost of the silver. The 
only thing you would have to deduct from that is the money we 
are asking you for here today to make coins. We get that from ap- 
propriated funds. This other comes from revolving funds. But the 
word seigniorage means difference between metal cost and face value. 

Mr. Pitti0on. That is the profit ? 

Mr. Howarp. Yes; if you want to call it a profit. It is not profit 
in the sense of a business profit. 


PURCHASE OF GOLD 


Mr. Pritton. How much gold is Russia throwing on the market 
per year? Do you have an idea? 

Mr. Howarp. That is a very nebulous figure. There have been all 
types of estimates made by various bullion dealers and others in 
Europe. It runs from, I think, 200 million to 600 million and 
nobody knows what they are talking about. 

Mr. Pitxion. How much are we buying per year for production 
and where do we buy it from, Canadian production, African pro- 
duction, or American production ? 

Mr. Howarp. There are years we buy and some years we do not 
buy. In the past year we have bought very little gold. We were in 
the selling business last year. The year before we were buying heavily 
and not selling. This past year was the opposite. 

Mr. Priu1on. Who would be buying the gold now? 

Mr. Howarp. We buy the newly mined domestic gold, about half 
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of it, and the rest is sold to industrial users throughout the year. 

“908 Pruion. You still buy everything that is offered at the same 
price? 

Mr. Howarp. Yes; everything that is offered. I would like to sep- 
arate that from your question a while ago about Russia. We are not 
buying gold from behind the Iron Curtain. 

Mr. Pitu10Nn. Not directly, but if they ship it to Yugoslavia or to 
Italy or to some place and it winds up in our Treasury some way, 
there is no way you can detect that, is there? 

Mr. Howarp. There is no way to detect it, but we are very sure we 
are not getting that because the market in Europe each year takes 
= a bit of gold. I think it would take more than the Russians are 
selling. 

— I have no further questions. Thank you, gentlemen, 
for a very fine presentation. It shows good management. 


SEIGNIORAGE AND REIMBURSEMENTS 


Mr. Atexanoer. I believe in 1957 you turned back to the Treasury 
about $48,541,000. How much in 1958 will you turn back? 

Mr. Brett. On the seigniorage figure ? 

Mr. Howarn. On the subsidiary silver, to give the 2 figures a while 
ago, $32,253,116. On minor coins, $21,480,854. 

Mr. Arexanper. You received an appropriation of $4,300,000? 

Mr. Howarp. Yes, sir. 

Mr. Atexanpver. How much in addition to that did it cost for your 
operation last year? 

Mr. Howarp. Our total operation cost last year, including every- 
thing we did in 1958, was—do you want reimbursements included ? 

Mr. Arexanpver. Total obligations. 

Mr. Howarn. Total obligations were $5,523,179, of which approxi- 
mately $4,365,000 was financed appropriationwise. 

Mr. Arxanper. Will you explain to the committee and to me 
where you got the additional $1 million-some-odd ? 

Mr. Howarp. In this case we picked up $412,746 from melting silver, 
lend-lease return of silver, platinum, and other items, work done for 
others. 

We picked up $452,141 as our part of the work done on proof 
coins. We picked up $300.851 from foreign coinage, medals, things 
of that nature. We turned back to the Treasury $7,559 last year. 

Mr. Atrxanper. What is the distinction as to what you can use 
out of the profits or money you make, and money you cannot use for 
your operation ? 

Mr. Howarp. The distinction is that we are supposed to only use 
funds that relate to cost. In other words, not any excess funds above 
cost. We are not supposed to sweeten our kitty, so to speak. 

Mr. Auexanper. I am not sure I understand. For instance, on this 
so-called profit, the difference in the value of metal and coin, you 
cannot spend any of that? 

Mr. Howarp. To produce coins, not for labor or wages. Labor and 
wages are from appropriated funds. The other is revolving funds. 








y 


a 
f 











201 


REVOLVING FUND 


Mr. Atexanper. There has been some question discussed last year 
that there was some study made in regard to a revolving fund. Have 
you come to any definite conclusion ? ; t 

Mr. Howarp. No, sir; we have not come to any definite conclusion. 


PERSONNEL REDUCTIONS 


Mr. ALexanpDER. How does the number of men you have on your 
payroll now compare with 5 years ago? 

r. Brett. June 30, 1933, we had 1,011. You have the budget 
figures there. The last was 779. 

Mr. ALexanperR. You have gone down. Was that due to automa- 
tion and improvements in equipment ? 

Mr. Brerr. Several things. We closed Seattle and we closed the 
operations at San Francisco, which meant a decided reduction in 
employment in those two places. As of June 30, 1953, at San Fran- 
cisco we had about 158 people against 33 as of December 31, 1958. 

Mr. Avrexanper. If you were to increase your production we will 
say about 15 percent, would you have to have more people? 

_ Mr. Brerr. We have increased our production in that period of 
time. 

Mr. Howarp. I believe I can give you what you are thinking about. 
When we add a few people, we get more than a proportionate share 
of production increase because we are in a business that has a fairly 
high overhead and, therefore, when you apply small amounts of 
direct labor, you do not have a corresponding increase in overhead 
and you get more production; or, to state it another way, your cost 
goes down. 

Mr. ALEXANDER. I want to commend you certainly for coming in 
and not asking for any more appropriations than you had and also 
for the fine job I feel you are doing. That is all. 

Mr. Conte. As low man on the totem pole here, as a freshman, it 
is refreshing to see you have held the line and have cut down on your 
budget since 1950. Certainly the other departments would do well 
to follow you. I have no questions. 

Mr. Gary. Thank you, gentlemen. 
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WEDNESDAY, JANUARY 28, 1959. 


BUREAU OF ENGRAVING AND PRINTING 


WITNESSES 
H. J. HOLTZCLAW, DIRECTOR 
F 


. G. UHLER, ASSISTANT TO THE DIRECTOR 


. E. DEERY, CONTROLLER 


HALLOCK, BUDGET OFFICER 


WILSON, ASSOCIATE CONTROLLER 


Sources and applications of funds (operations) 























1958 actual | 1959 estimate! 1960 estimate 
Gross expenditures (funds applied): 
Engraving and printing: 
Acquisition ) equipment and other capitalized assets_| $2, 346, 309 $3, 932, 317 $2, 144, 258 
Expense: 

Manufacturing and other expense_.._-.....---.--- 19, 646, 640 20, 490, 022 20, 273, 806 
Purchase of commodities for manufacture or sale__ 5, 010, 059 5, 300, 000 4, 945, 000 
Jard checks: Purchase of commodity and other expense-- 1, 104, 197 1, 157, 793 1, 200, 172 

Operation and maintenance of a and space util- 
ized by other agencies: Expense .--......-..--..-------- 334, 687 358, 130 362, 535 
Other direct charges to squneies te Services: Expense. ---- 105, 955 611, 662 30, 000 
Increase in selected working capital. _.--........-..-------]---..------.-- fe ae 
ae ae a eee 28, 547, 847 31, 882, 409 28, 955, 771 

Receipts from operations (funds provided): 

Engraving and printing: Revenue---..........-.-..------ 25, 890, 982 27, 208, 998 27, 986, 584 
cite nikal sicknneiphe mtensdnbamnnie 1, 104, 245 1, 157, 793 1, 200, 172 

Operation and maintenance of incinerator and space util- 
ized by other agencies; Revenue- ---........2-./..--.-.. 334, 687 358, 130 362, 535 
Other direct charges to agencies for services: Revenue----- 106, 093 611, 662 30, 000 
Undistributed receipts: Proceeds from sale of equipment-- LU 2 eee. Se ee 
Decrease in selected working capital_...........-..-.----- |? ee 54, 026 
Total receipts from operations. _--...-.. cece aes 28, 436, 647 29, 336, 583 29, 633, 317 
Budget expenditures..............--.-.- 111, 200 2, 545, 826 —677, 46 
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Revenue, expense, and retained earnings 














































































































1958 actual | 1959 estimate | 1960 estimate 
Engraving and printing: 
IIR ica Gilad dueouansadcakesssaonscheneekenerennsnnens $25, 890, 982 | $27, 208, 998 $27, 986, 584 
BRIER. cy case cncandsars-ecdchonseunenconasvassesseaunece 25, 789, 705 26, 914, 215 27, 861, 584 
Net operating income, engraving and printing. ...-....- 101, 277 294, 783 125, 000 
Card checks 
NN edesuvdeswinwisesaveskessacaadasnscneavissmaoen = 245 1, 157, 793 1, 200, 172 
Rinne nbntnatnnininetuaseuntnuenneeneannennntil 1, 104, 197 1, 157, 793 1 200, 172 
Net operating income, card checks... -.-..-----.----.--.-- Ce Ce eee oer ee decten 
Operation and maintenance of incinerator and space utilized 
by other agencies: 
cs Sti pbs ietans do ueuath Awauaseahaacuspenunnenea 334, 687 358, 130 362, 535 
RD ira nett ckads win dya Weta dnnesesuesersseenensseaan 334, 687 358, 130 362, 535 
Net operating income, operation and maintenance of 
incinerator and space utilized by other agencies. ......|--............].----.--....--]--..----.--... 
Other direct charges to agencies for services: 
a ncacbatnedeonanaiscuabintaensbccenendiaeweseenes 106, 093 611, 662 30, 000 
SD coda da dt bean dcsdetecenaiwdestredecssewsuacosadena 105, 955 611, 662 30, 000 
Net operating income, other direct charges to agencies 
SC pacgicmnsendteccanaiasienssaccavedsnconvennend | | es See 
Nonoperating income or loss (—): 4 
— from sale of equipment and other capitalized en 
Net Peck Vales of Mapuasd teal Cn —236, 168 | —239, 862°] 125, 000 
Net nonoperating loss (—)- —124, 722 —239, 862 —125, 000 
Net income or loss (—) for the year--...---.--.----.-... —23, 259 WEE Incusecsaaanatd 
Deficit (—), beginning of year —31, 662 er 
BOON C=), BOE FO ince cedecnsennssccpensascneanas SUEY Nncindcnarnvosadicenoumimening 
Financial condition 
1958 actual | 1959 estimate | 1960 estimate 
Assets: 
Cash with Treasury. -- woe , 350, 258 $1, 804, $2, 481, 978 
Accounts receivable 1, 175, 087 1, 175, 087 1, 188, 293 
Commodities for sale 4, 871, 7 5, 671, 633 5, 022, 842 
Supplies and prepaid expense-- 1, 360, 219 1, 310, 219 1, 260, 219 
Deferred charges... aes 281, 816 282, 4 254, 324 
Fixed assets, net....-..-. 16, 579, 735 18, 347, 499 18, 400, 926 
Total assets. 28, 618, 914 28, 591,350 |‘ 28, 608, 582 
Liabilities: 
MR scckaciut eave dusnsesaue 3, 422, 905 3, 340, 420 3, 357, 652 
Government investment: 
Non-interest-bearing capital (start and end of year). .....- 25, 250, 930 25, 250, 930 25, 250, 930 
Deficit (—)--.. —64, Gi |........ 
Total Government investment ---| 25, 196, 009 25, 250, 930 25, 250, 930 

















NOTE, Ae ge undelivered orders are as follows: June 30, 1957, $3,576,491; 1958, $3,294,560; 1959, $2,507,500; 


1960, $2, 
year, as follows: 1957, $3,192,583; 1958, $4,261,595; 1959, $3,000,000; 
Unfilled customers’ orders are as follows: June 30, 1957, 


, ’ 


” 


7,500. These orders exclude contracts issued during the year, but only effective ‘in the pean 





204 





Object classification 



































1958 actual | 1959 estimate} 1960 estimate 
Tota) number of permanent positions 3, 938 3, 619 3, 476 
Average number of all employees. ..--. 3, 507 3, 440 3, 382 
Number of employees at end of year. ...-..-.----------------- 3, 479 3, 400 3, 350 
Average GS grade and salary-...-..--.------------.---------. 5.1 $4,468 | 5.2 $5,009] 5.2 $5,070 
Average salary of ungraded positions_...-...........--.--.---- $4, 482 $4, 692 $4, 720 
01 Personal services: 
en ee ee eee $15, 915,946 | $16, 611, 244 $16, 265, 150 
Cg eee 1, 331, 808 1, 087, 822 1, 090, 116 
Excess of annual leave taken (—) over leave earned _--- —189, 480 |.......-...--. toe 
17, 058, 274 17, 699, 066 17, 355, 266 
02 5, 049 12, 000 5, 000 
03 249, 680 269, 200 273, 500 
04 Communication services_--.--.----- 38, 723 44, 600 44, 6) 
de eee 415, 859 436, 700 458, 600 
06 Printing and reproduction..-...........-...----.-------- 7, 050 7,000 7, 000 
07 Other contractual so vices ............-:..-...--...-.....- 296, 852 669, 350 239, 200 
Services performed by other agencies__-__..-...-.----- 168, 893 170, 500 172, 500 
EE are nee eee 7, 061, 542 7, 433, 191 7, 098, 247 
SS Ee ees abGpncbeeeene 2, 356, 013 3, 942, 317 2, 154, 258 
11 Grants, subsidies, and contrrbutions. _-.-.-.--...-..------ 1, 004, 746 1, 193, 000 1, 084, 600 
13 Refunds, awards, and indemnities_..........-.-......---- 13, 177 10, 000 10, 000 
ccna gunbauibaices uewenaas 2, 600 3, 000 3, 000 
Total acerued expenditures. _._.......-.-.----.-----.--- 28, 678, 368 31, 799, 924 28, 905, 771 
Decrease (—) in unpaid undelivered orders —281, 931 701,000 | 02-0. 5.0.-- 
EIN IN 8 in Soniniicmaamsatbabanie 28, 396, 437 31, 012, 864 28,905, 771 














Mr. Gary. We will next consider the Bureau of Engraving and 
Printing. In this instance there is no request for an appropriation 
because several years ago this Bureau was placed under a business- 
type budget and they operate by collecting from the various depart- 
ments and agencies of the Government the cost of the printing and 
engraving that they do for those departments and agencies. They 
operate on a revolving fund, but each year they report to this commit- 
tee simply to let the committee know about their operations. 

We are glad to have with us this afternoon the very able Director 
of the Bureau of Engraving and Printing, who has been appearing 
before us for a long time, Mr. Holtzclaw. 


SUMMARY JUSTIFICATION DATA 


We will insert in the record at this point pages 272, 273, 279, 280, 
281, and 282 of the justifications. 
(The pages referred to follow :) 


GENERAL STATEMENT 


The Bureau of Engraving and Printing, one of the Government’s largest in- 
dustrial establishments, operates on the basis of certain authorities conferred 
upon the Secretary of the Treasury by act of Congress on July 11, 1862, and 
additional authorities contained in past appropriations made to the Bureau for 
work to be undertaken, which are still in force. The operations of the Bureau 
are currently financed by means of a revolving fund established in accordance 
with the provisions of Public Law 656, approved August 4, 1950. This fund is 
reimbursed by other Government agencies for the direct and indirect costs of 
the Bureau, including its administrative expenses, incidental to performing 
the work or services requisitioned. 

The Bureau designs manufactures and supplies almost all major evidences of 
a financial character issued by the United States. It is the sole source of U.S. 
currency and Federal Reserve notes, certificates of indebtedness, as well 
as most of the minor evidences of a financial character issued by the United 
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States such as postage, internal revenue, customs and savings stamps. In 
addition, the Bureau prints bonds, commissions, certificates, permits, war- 
rants, etc., and executes certain printings for the governments of insular pos- 
sessions (particularly bonds, postage and internal revenue stamps). It conducts 
an extensive research and development program; manufactures for its own use 
ink and gum; purchases materials, supplies and equipment; rebuilds or con- 
structs plant machinery and maintains its buildings; and stores and delivers 
its products to its customers. 

The budget estimates for the Bureau are determined primarily by two factors; 
namely, (1) the volume of production of the various items of manufacture needed 
to meet the estimated requiremnets of the various agencies, and (2) the unit 
cost of manufacturing each type of item produced. The volume requirements 
included in the estimates for each of the various items of manufacture (currency, 
stamps, etc.) are based upon estimates of needs submitted to the Brueau by the 
agencies served. The unit cost of production of each item manufactured is 
developed through a detailed system of cost accounting and is adjusted to reflect 
all known factors which will affect the cost of production during the budget 
year such as changes in pay rates, savings resulting from improvements in 
production procedures, techniques, ete. In addition, the Bureau renders many 
other services to its customer agencies including the purchasing of card checks, 
the operation of an incinerator for the destruction of securities, the maintenance 
of its buildings occupied by other activities and other miscellaneous services as 
requested. 

WORK PROGRAMS 


The overall programs of the Bureau, as outlined below in the “Summary 
statement of Bureau activities by fiscal year,” are estimated to cost $29,281,662 
in 1959 and $29,579,291 in 1960 as compared with $27,459,266 in the fiscal year 
1958. The increases in program costs in 1959 and 1960 over those for 1958 are 
due primarily to (1) increases in the volume requirements of the overall work 
programs, and (2) higher production costs resulting from wage inrceases being 
granted to all Bureau employees. Program costs would have been substantially 
higher had it not been for savings resulting from operating improvements made 
in connection with the production of currency and postage stamps. 


Summary statement of Bureau activities by fiscal year 






































Number of units deliv- Income and cost 
ered (in millions) 
Estimated Estimated 
Actual, Actual, 
1958 1958 
1959 1960 1959 1960 
U.S. currency and Federal Reserve notes _| 1, 686 1,672 | 1,720 |$15, 858, 411 |$15, 977, 837 | $16, 784, 109 
PR IN 6 cance vcesnandundecusead 24,081 | 23,744 | 23,743 | 2,582,765 | 2, 697, 936 2, 636, 887 
U.S, postage stamps. ....................- 23,101 | 26,606 | 27,081 | 5,649,804 | 7,054, 611 7, 077, 088 
i TAA ASA RS PR 321 324 330 212, 963 230, 156 233, 155 
Bonds, debentures, etc........--....------ 28 7 rf 1, 369, 2°6 969, 682 932, 057 
Commissions, certificates ete_.........-.-- 10 13 | 15 247, 783 278, 776 323, 278 
Total Bureau products. -_-_..........| 49,227 | 52,366 | 52,896 | 25, 890,982 | 27,208,998 | 27, 986, 584 
Services rendered: 
Operation of incinerator, mainte- 
nance of space, purchase of card 
CROCS, C0 20. nce5+-- Jeuscassdaven tuandeaws agenaebaleasceuse 1, 545,025 | 2, 127, 585 1, 592, 707 
Total income from operations.......|........|.------- flat sae 27, 436,007 | 29,336,583 | 29,579, 21 
ce AT CSE * re a maT TRAINS eee (kai +23, 259 —54, 921 |..--.----- é 
pi 2 gr i , nes! | Anee| Seae mee 27, 459, 266 | 29, 281, 662 20, 579, 291 











In developing the foregoing programs the following factors were considered in 
making adjustments to the actual 1958 unit cost rates in order to determine the 
unit cost rates for 1959 and 1960. 


36439—59——__14 
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Statement showing net change in unit cost rates for various classes of work for 
1959 and 1960 as compared to acutal 1958 rates 





Unit cost rates per 


Increase or decrease (—) 














thousand 
Class of work by activity 
1959 1960 1960 
1958 1959 1960 over over over 
1958 1958 1959 
Printing of currency: 
Ee er eres $9. 3116 |$9. 4738 |$9. 7073 |$0. 1622 |$0.3957 | $0. 2335 
EE, a 9. 6989 | 9.6509 | 9.8822 |—.0480} .1 . 2313 
Printing of stamps: 
Internal revenue: 
Plate printed: 
Rotary, miscellaneous !_-_._-..--_-- pained Gen aiee ess eee aan Sieniccpl eee pen Abin ae 
eu wekeaacl ak «csc kceoneadcunceceal soos abe RE aS 
Offset printed: 
Bottle strip: 
EE ea eae 4190 4123 | .0525 | .0458 | —. 0067 
TS ag > ae 3538 | .4160 | .4093 | .0622] .0555 | —. 0067 
oY eee . 0621 | .0689 0679 | .0068 |} .0058 | —. 0010 
ay a BND) FG WE OE 50.655 =n ncvevensss- . 3594 | .3907 | .3848 | .0313 | .0254 | —. 0059 
Et < .iitibbwebhesbenapbencashhchacicnlKpasanudaewspepelenase 2S aes! a Se 
U.8. postage: 
Plate printed: 
Rotary, web: 
eee .1612 | .1935 | .1909 | .0323 | .0297 | —. 0026 
Book, ordinary and airmail - 4853 | .497 4931 | .0117 | .0078 | —.0039 
Coil, ordinary and airmail sel 3239 3376 | .3332 0137 | .0093 | —. 0044 
Commemorative... ---.---- sumereinhias .3316 | .3756 | .3724 0; .0408 | —. 0032 
Airmail: 
Small (400 subject) -......-.-..---- -1578 | .21381 | .2102| .0553 0524 | —. 0029 
Large (200 subject)_..........-..-- 4565 | .4400 | .4400 |—. 0165 |—. 0165 |_....__- 
ap thse icceknicbacnswesnnd . 2300 | .2600 | .2600] .0300 0300 }....--- 
Special delivery... ..-...-...-<..20..- . 3868 | .3580 | .3580 |—. 0288 |—. 0288 |......-- 
Other -(certi EES ae PSF. ee (Ee (eas Pape kta, Sea 


Rotary, sheet: Commemorative and ordi- 


Other stamps ! 
Printing of commissions, certificates, etc.: 
| baie att EAL RE Ee ee | eer emneas § 
Offset — PEELE EEE EE Se Ka: 
Printing of bonds, debentures, etc.: 
U.S. savings bonds: 
ON | nee ere 
Series H, plate printed _._-__ 
Treasury bonds, notes, etc.!_..__.---___- 
iscellaneous bonds, debentures, etc.!__ 
Purchase of card checks !..........-..-....-.-.--- 






























! Since the products included in these categories are produced in varying amounts and at different unit 
cost rates, the showing of composite rates would not be meaningful. 
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Statement showing comparison of costs by activities for fiscal years 1958, 1959, and 






























































Class of work, by activity 1958 actual | 1959 estimate | 1960 estimate 
Printing of currency: 
WO NOR conga dausimnesipie ens cineeane suey nia pees pe wartd $11, 539, 645 | $11, 558, 000 $11, 843, 000 
NE SEN SINE so cs eetienancctawssso<acceonauas 4, 334, 872 4, 364, 916 4, 941, 109 
Me cans nniewecatedcpiadodacansavemedsnnupcsacwes ade 15, 874, 517 15, 922, 916 16, 784, 109 
Printing of stamps: 
Internal revenue: 
Plate printed: 
TeGtery, MiNCOMONGOUE. - .... . <2 5-55 o cos aen 35, 867 29. 537 29, 537 
PURE, TRITRAOUNID oo oe oon ncesnccccscccncecce 63, 525 56, 221 55, 713 
Offset printed: 
Bottle strip: 
Red, 4 pint-1 gal__._---- 533, 487 607, 543 597, 888 
Green, 44 pint-1 gal_-.-.----.----- 30, 92. 64, 480 63, 448 
Cigarettes, class A__-.-- i ie 1, 313, 537 1, 426, 808 Ay 655 
Toba:co, strip, %-3% ounces... 279, 543 323, 200 . S18, 280 
MEE eaeben on dunctsaeetwaseoves aus svasent aneswaaewd 299, 190, 147 167, 366 
Total. -...- nae E 2, 556, 110 2,.697, 936 2, 636, 887 
U.S. postage: 
Plate printed: 
Rotary, web: 
Sheet, RE A A ee 2, 150, 559 3, 055, 459 3, 094, 904 
Book, ordinary ne a re en 883, 965 857, 3 863, 011 
Coil, ordinary and airmail. -_---....-- a 1, 791, 393 2, 062, 751 2, 048, 612 
Commemorative. ._..--.-------. «ee 445, 308 563, 343 558, 620 
Airmail, small (400-subject) __._..- seth 55, 817 110, 805 107, 181 
Airmail, large (200-subject) -......- nee 47, 257 41, 360 46, 200 
PUSSIES ION... cnwesciddcuaasinn te apa 33, 000 44, 824 42, 224 
Special delivery ................... ete 29, 413 35, 800 35, 800 
Other (certified mail) ..-..-.-- BME Nesnedbnhuccedbiiedehaduddand 
Rotary, sheet: Commemorative and ‘ordinary_- 148, 866 281,298 278, 888 
Flatbed: ;Miscelianeous ............2.62.2.0..2... 6, 733 1, 662 1, 648 
5, 598, 182 7, 054, 611 7, 077, 088 
219, 892 230, 156 233, 155 
Printing of commissions, armenaeiie ete.: 
PE ee nich ciducwas pave u ban dnpsccuatumesacpsneed 51, 102 76, 135 79, 132 
Offset printed......---- Se ok ea pee aaa ten oan whens avin dee 203, 468 202, 641 244, 146 
MRE Pak eeiet gino 2s dwatasstacwan nan 3 aap anes aeeaeee 254, 570 278, 776 323, 278 
Printing of bonds, debentures, etc.: 
U.S. savings bonds:! 
Series E, offset printed... ...-.-.-- ica rreaioaes - eacel 481, 257 73, 010 72, 345 
Series H, DE SN oe in sd nn dae descngtobannneees 47, 645 96, 658 95, 783 
TWOASUTY DONGE, MOCO, OC. .....<. 22.0220 ccsosscccecscee- 603, 983 647, 585 639, 811 
Miscellaneous bonds, debentures, etce..........----------- 278, 271 152, 429 124, 128 
1 NETS uluww tbabscuennve dips aeadeawasse des etesseaesse - 1/411, 156 969, 682 932, 067 
PU A UT I in ods crc ocne enn ondestcetdenns 1, 104, 197 1, 157, 793 1, 200, 172 
Operation and maintenance of incinerator and space utilized 
i II ge i near ncinwnensleceaceseacesucee 334, 687 358, 130 362, 535 
Other direct charges to agencies for services rendered... .-.-.- 105, 955 611, 662 30, 000 
IE has 5 kc es dentedsecantsidunsssccinaaddenecs 27, 459, 266 29, 281, 662 29, 579, 291 











1 Beginning in fiscal year 1958, the manufacture of most all of the U.S. savings bonds were discontinued 
by the Bureau and are being produced in punched-card form by a commercial firm, 
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Mr. Gary. Mr. Holtzclaw, the committee will be glad to hear from 
you at the present time. 


GENERAL STATEMENT 


Mr. Hourzctaw. Mr. Chairman, it is always a great pleasure for 
myself and my associates to appear before this committee. I have an 
opening statement which is rather lengthy. I apologize for its length, 
but in order to make it more meaningful, I would like to, if I may, 
show some exhibits of the work we discuss in this opening statement. 
I am certain the new members of the committee will have a much 
better understanding of the contents. 

Mr. Gary. That will be fine. 

Mr. Hourzciaw. You will hear us refer to currency printed 18 
notes to the sheet and 32 notes to the sheet. We are aus to show 

ou examples of both. This is a 32 subject sheet, which is a recent 
innovation, and this is an 18 subject sheet, and you can see the con- 
siderable difference in the size of the two sheets and appreciate the 
difficulties associated with the printing and processing of the larger 
size sheet. 

I would also like to show you something that I do not believe we 
have ever brought up before, which is the overprinting applied as 
a separate operation, that is, the numbers, seals, and signatures applied 
by the typographic process following completion of the printing of 
the faces and backs. 

PRINTING OF STAMPS 


We also have examples of multicolored postage stamps, which are 
two innovations in the sense that they are being printed from a press 
recently acquired which prints three intaglio impressions simul- 
taneously. 

Mr. Gary. Are you having any trouble with the mucilage on these 
stamps? You had some trouble once when you first installed that 
process. 

Mr. Hottzctaw. We had considerable difficulty, Mr. Chairman, 
but most of that particular type of difficulty has been taken care of. 

More recently we have had some trouble with curling in the field, 
making the stamps somewhat difficult to handle, but we are diligently 
pursuing every avenue to find a means of correcting that condition, 
which I do not believe to be too serious. 

Mr. Gary. It seems to me the Secretary mentioned some changes 
you were making in the rol] stamps. 

Mr. Hotrzctaw. He may have had reference to these coils which 
are also discussed in our opening statement. This is something, too, 
that is entirely new. The Post Office Department dispenses these coils, 
100 stamps to the coil, and you can also acquire at the Post Office a 
container, which is a very handy thing indeed for dispensing stamps, 
for keeping them clean, and it helps to keep them from sticking to- 
gether. So far we have produced over 15 million of these coils. 

Mr. Gary. How do you produce these coils without the stamps 
sticking to each other? 

Mr. Hourzctaw. There would need to be moisture applied for the 
stamps to stick to each other, just as these stamps here are not stick- 
ing. 
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nae Gary. Do you roll them after the glue has been put on and 
dried ? 

Mr. Hoxrzciaw. Yes, sir. 

Mr. Gary. It is not a quick drying process ? 

Mr. Hoxtzciaw. No, sir. I might mention that manufacturing a 
coil of this size requires some very complex equipment, which we were 
fortunate enough to have developed and had on hand, and it enabled 
us to meet the Post Office Department’s requirements during the recent 
change in the postal legislation. 

Mr. Gary. How many stamps are in one of those coils? 

Mr. Hotrzctaw. 100. 

Mr. Gary. 100 in each coil? 

Mr. Hoxtrzctaw. For many years we have been producing coils 500 
to the coil, a 1,000, and 3,000, but not until within the last year did 
we go into this particular coil with 100 stamps each. 

r. Gary. What does the coil cost? I mean, what does the Post 
Office sell them for ? 

Mr. Hotrzciaw. $4. 

Mr. Gary. You do not charge anything additional for rolling? 

Mr. Houttzcriaw. No, sir. 

Mr. Gary. What does the container cost ? 

Mr. Hotrzctaw. I think it is 5 cents for the container. 

Mr. Gary. You buy the stamps at face value, you pay 5 cents for 
pos container, and that can be used over and over again for different 
coils? 

Mr. Horrzciaw. That is correct. 

Mr. Steep. Could you explain this? When you were up here about 
this 18 and 32, I believe you referred to one as the wet process and 
the other as the dry process. 

Mr. Horrzciaw. Yes, sir. 

Mr. Sreep. Is this dry process quality comparable to the wet 
process ? 

Mr. Hotrzctaw. We think it is entirely comparable, and if any- 
thing, somewhat superior to the wet process. 

Mr. Gary. You are aware of the fact that we do not have our cx- 
pert on the committee this year. Heretofore whenever Mr. Holtzclaw 
came up, we had Mr. James on our committee, who is the owner of the 
original Benjamin Franklin printing press in Philadelphia. 

As a matter of fact, he bore the name of the distinguished gentle- 
man, his name was Benjamin Franklin James, but he did not offer 
for reelection. Whenever Mr. Holtzclaw came up, we turned him 
over to Mr. James for questioning because he was an expert and we 
knew very little about the printing processes. 

We miss Mr. James now, but we will have to continue in an ama- 
teurish way to find out just exactly what the situation is. 

Mr. Hotrzciaw. If I am not out of order, Mr. Chairman, I would 
like to place in the record the fact that I miss very much indeed not 
having Mr. James here, who asked some very penetrating questions, 
who was truly an expert in the field of graphic arts, who was kind and 
generous to us and very helpful in some difficult situations. 

Mr. Gary. He was a very able member of this committee, I assure 
you, sir. You may proceed. 
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Mr. Hourzciaw. I would like to read the statement, Mr. Chair- 
man. 
Mr. Gary. You may proceed. 


NATURE AND PURPOSE OF OPERATIONS 


Mr. Hotrzcuaw. Mr. Chairman, in consideration of the new com- 
mittee members before whom we are appearing for the first time, I 
thought it appropriate to briefly summarize the nature and purpose 
of the work of the Bureau of Engraving and Printing prior to re- 
porting on matters of current interest concerning our operations. 

The Bureau is responsible for manufacturing U.S. currency and 
Federal Reserve notes, various public debt instruments as well as 
most of the other evidences of a financial character issued by the 
Government; such as, postage, internal revenue, customs, and savings 
stamps. In connection with its primary mission, the Bureau conducts 
an extensive research and development program in order to maintain 
a high standard of quality of its products and to effect, wherever 
possible, economies and improvements in the operations under its 
control. Our operations are financed by a revolving fund available 
without fiscal year limitation and the approximately 70 Government 
customer agencies whom we serve regularly are required by law to 
reimburse the fund for all costs incidental to the performance of work 
or services requisitioned. 


PRODUCTION PROGRAM 


The Bureau’s production: program in 1960 is estimated to cost $29,- 
579,000, which represents an increase of $2,100,000 over the program 
for 1958. This increase is due to additional volume requirements for 
certain of our customer agencies and higher production costs resulting 
from wage increases granted to all employees. Of the total operating 
costs, approximately 57 percent is spent in the production of currency; 
24 percent for postage stamps; 9 percent for revenue stamps; and 10 
percent for miscellaneous products and services rendered. 


MODERNIZATION PROGRAM 


During the past year, the Bureau continued to pursue the objec- 
tives of the second phase of its modernization program which was 
begun in 1954. In this connection, I might point out that when I 
appeared before this committee last year, it was my unpleasant duty 
to report that substantial difficulties were being encountered in that 
phase of our modernization program pertaining to the printing of 
currency, 32 notes to the sheet instead of 18. At that time, I in- 
formed your committee that increased production being obtained 
from new press equipment installed for this purpose had been over- 
shadowed by a high percentage of spoilage. This, in turn, had slowed 
down production materially in nh some 0 processing operations so 


that by the end of December 1957 we found ourselves with a sub- 
stanial operating loss on currency produced by the dry method. Rec- 
ognizing the critical need to bring about prompt and _ lasting 
improvements in this area of operations, I directed all personnel 








tin th an in ie 








_oorw wae wa wa 


eS 


oo oe 





211 


associated with the printing and processing of this type currency 
to intensify their investigations to isolate the causes for the high 
rate of spoilage in the work. Based on the findings which developed 
from these investigations, the following steps were taken to bring 
about corrective measures : 4) 

(1) The manufacturer of the new sheet-fed rotary printing presses 
was required to make substantial modifications in their design and 
construction. 

(2) The contractor that supplies the Bureau with distinctive cur- 
rency paper was urged to accelerate his research and development 
program which resulted in the adoption of corrective measures in 
the manufacture of this unique type of paper. 

(3) The technical staff of the Bureau was directed to exert every 
effort in identifying the underlying causes associated with the de- 
ficiencies found prevalent in the printing inks formulated for these 
presses. As a result of extensive research, new and improved ink 
formulations and manufacturing procedures were developed. 

As a product of the intensification of our efforts to bring about 
corrective measures, I am pleased to report that we have been able to 
accomplish marked improvements in every phase of the 32-subject 
program and realize the substantial savings which had been estimated 
would accrue as a result of the successful attainment of the objectives 
of this program. In accordance with the provisions of Public Law 
656, these savings have been applied toward the reduction in the unit 
cost rate for the production of currency. In this connection, the bill- 
ing rate for U.S. currency was reduced from the budget estimate of 
$9.75 to $7.44 per thousand notes, effective January 2, 1959, in order 
to liquidate the profit which had accrued during the first half of the 
current fiscal year. If the present efficiency in our operations can be 
maintained, the net effect will be an average billing rate of $8.55 per 
thousand notes for all deliveries of U.S. currency made during the 
fiscal year 1959. Since the average cost of currency deliveries will 
be less than originally estimated, it will result in the Office of the 
Treasurer of the United States being able to procure approximately 
130 million more notes than was initially contemplated. I might 
add that a reduction in the billing rate was not made sooner because 
of other considerations which may have required substantial expendi- 
tures. These matters will be explained later on in this statement. 


CURRENCY PROGRAM 


With respect to the currency program for the fiscal year 1960, I 
would like to point out that in July of 1958 when calculations were 
being made to develop the unit cost rate for that year, it was recog- 
nized that during the fiscal year 1958, spoilage on 32-subject cur- 
rency had ranged from a high of 41 percent to a low of 9 percent 
and accordingly, productive output in the various processing opera- 
tions was roughly in proportion to spoilage. 

Since the manufacture of ink is not subject to precise controls and 
also because of the variations in raw materials and the influence of 
atmospheric conditions significantly affect productive output, it was 
considered wise to establish the unit cost for currency at a rate which 
took into consideration the many variables that had affected currency 
production during the fiscal year 1958. 
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Predicated on this basis and our best judgment, the unit rate for 
USS. currency was estimated to be $9.71. In the light of the spectac- 
ular accomplishments which have been reflected in lower unit costs 
during the first half of the fiscal year 1959, a comprehensive review 
of the unit cost rate for currency estimated for fiscal year 1960 is 
currently in process. As soon as this review has been completed and 
if it is determined that the rate is too high, the Office of the Treasurer 
will be advised in order that appropriate action can ‘be taken in the 
near future. 

Investigations are continuing, however, in the interest of realizing 
still further improvements in this area of operations. Although the 
new currency presses are now performing in a satisfactory manner, 
increased efficiency in the use of this modern equipment is being sought 
through additional mechanical modifications. Research is also con- 
tinuing to improve the paper, printing inks, and other supplies and 
materials used in the manufacturing process. When it first became 
apparent that the physical condition of the paper used in printing 
was being seriously affected by fluctuations in atmospheric conditions, 
plans were developed to provide for air conditioning the area to 
stabilize conditions. It is hoped that work on the installation of this 
system will be completed before the close of this fiscal year. While 
continuing research is being conducted on ink formulas required to 
enhance the Bureau’s high standard of quality, those which have been 
adapted to date for use in production have proved very reactive and 
susceptible to numerous external factors which are extremely difficult 
to control. It should be pointed out, therefore, that until such time 
as the product of our research efforts enables us to exercise sufficient 
production control over such critical items, we may be subjected to 
=" of fluctuations in the amount of spoilage occurring in the 
work. 

It may be of interest to your committee to note that in 1954 the 
Bureau had approximately 280 old-style flatbed presses, many of 
which were in operation on a 2-shift basis, whereas today there are 
approximately 140 in operation on a single-shift basis. These presses 
are currently producing 54 percent of our currency requirements 
while the remaining 46 percent is being produced on the nine modern 
sheet-fed rotary presses which are operated 5 days a week on a three- 
shift basis. 

In the connection with the processing of currency, the Bureau is 
also continuing its program of evaluation of the pilot-model machine 
acquired in January 1958 for the automatic replacement of defective 
currency notes with a special series of printed notes, commonly re- 
ferred to as “star” notes. Many difficulties have yet to be overcome 
to obtain the high degree of accuracy required in its performance be- 
fore anv consideration can be given to planning a program for the 
acquisition of production models for use in processing currency. It 
has been established, however, that the successful adaptation of pro- 
duction units will perform at high speed an operation now done by 
hand, thereby effecting considerable monetary savings. 


PRODUCTION OF POSTAGE STAMPS 


With respect to the production of postage stamps, the greatest 
printing and processing job in the history of the Bureau was turned 
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out at the beginning of the current fiscal year to meet the unprece- 
dented demands for postage stamps as a result of the increase in 
postal rates which became effective August 1, 1958. To obtain the 
tremendous amount of production required, our high-speed rotary 
presses were placed in operation on a three-shift basis, 7 days a week 
from May 27, the date of the enactment of the law changing the 
postal rates, through the entire month of July. In turn, employees 
of the Postage Stamp Division, augmented by additional personnel 
detailed from other organizational components of the Bureau, worked 
two 12-hour shifts, 7 days a week on a strictly voluntary basis, from 
July 7 to August, 9 to complete the associated processing operations 
and deliver the stamps. 

During the course of the hearings last year, I mentioned that in 
recent years the Post Office Department has displayed a continuing 
interest in the issuance of multicolor commemorative postage stamps. 
To meet this new requirement, the Bureau purchased a sheet-fed 
intaglio press on which we have since printed a total of nine issues of 
postage and savings stamps. Recognizing that the productive capac- 
ity of this press would be surpassed in view of the numerous multi- 
color stamps identified by the Post Office Department for issuance in 
the future, the Bureau contracted for the purchase of a second press 
to be delivered in March 1959. 

In connection with obtaining equipment for the automatic process- 
ing of postage stamps in coil form, a contract amounting to $2,100,000 
was awarded in April 1958 for the construction of several production 
units. This ree which is designed to accelerate production 
and accomplish a more precise job in connection with examining, 
perforating, coiling, and wrapping such stamps, will be delivered over 
a 2-year period, ending in March 1960. The potential of this equip- 
ment has been demonstrated by the prototype model on hand in the 
Bureau. This machine, which has been used exclusively in produc- 
tion since the latter part of January 1958, produced as many as 50,000 
coils of 100 stamps each in an 8-hour shift which is equivalent to the 
production of 25 of the present type machines. I might add that it 
would have been impossible to produce the Post Office Department’s 
requirements for 100-stamp coils last July without the additional use 
of this equipment, working on a 24-hour basis. 

As a result of technological programs, the Bureau has made 
enormous improvements in its operations which have brought about a 
tremendous increase in efficiency with its resultant economies. In all 
of its recent programs, the Bureau has synchronized the introduction 
of changes in such a manner as to insure that any surplus employees 
can be handled through normal attrition and thereby eliminate the 
need for involuntary separations. By following this policy, I have 
been able to guarantee job security to all prs. Som which in turn 
has had a salient effect on morale and improved job performance. I 
might add that the quality of the products that we produce is at an 
alltime high. 


LIMESTONE FACING ON ANNEX BUILDING 


In the interest of keeping the committee fully informed as to the 
nature of all significant developments pertaining to Bureau opera- 
tions, I would like to take this opportunity to discuss with you the 
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hazardous condition existing at the Bureau in connection with the 
facing on the exterior of the annex building. 

As some of you doubtlessly read in the newspapers, several tons of 
limestone facing on this building became separated and fell to the 
ground at 4 a.m. on Saturday morning, October 11, 1958. When I 
first learned of this situation later on that morning, I visited the 
site which had been roped off by Bureau personnel and the Metro- 
politan Police Department and took such steps as I deemed proper 
and appropriate under the circumstances, among which was to award 
a contract to a local stone contractor to begin an immediate inspection 
to ascertain the probability of further dislocations of the limestone 
and to begin immediately the repairs necessary to avert possible in- 
jury to life and limb. Subsequently, in response to my request, rep- 
resentatives of the General Services Administration also made a 
preliminary survey of the building facing to determine whether any 
additional stonework was in imminent danger of coming loose. This 
resulted in the award of a contract on November 7, 1958, to a firm 
of consulting engineers for a complete survey of the exterior stone- 
work on the entire building. 

I might point out that the annex building was first occupied in 
1938 and almost from the outset, difficulty has been experienced with 
the limestone facing. As a product of almost constant vigilance, 
many instances have been observed where the limestone facing had 
separated from the reinforced concrete structure. On four different 
occasions since the construction of the building, contracts have been 
awarded, through the General Services Administration, to bring about 
corrective measures. In the instant case, it is impossible to estimate, 
with any degree of accuracy, the total cost of the work to be involved 
in making repairs to the building until such time as the survey by 
the engineering firm is completed and bids received for the award 
of a contract. At the moment, there is no positive assurance that all 
of the limestone, covering an area of approximately 240,000 square 
feet, does not constitute a hazard and will require resetting or re- 
placing. Meanwhile, costs associated with the emergency repairs 
presently being made to correct the hazards that have been identified 
on the limestone facing are being charged to current cost of opera- 
tions and distributed over the products produced. 

Recognition has been given to the impact that the cost of financing 
such a project may have on the Bureau’s working capital. Public 
Law 656, which established the revolving fund method of financing 
operations in the Bureau, did not permit the capitalization of the 
buildings and building appurtenances, except certain items of special 
purpose equipment peculiar to the operations of the Bureau. Con- 
sequently, each year more and more funds are being tied up due 
to the capitalization of expenditures made for improvement or re- 
placement of assets not originally capitalized. To date, we have 
been able to finance these expenditures only by constantly reviewing 
our fixed asset program and delaying those projects not considered 
urgent. When the survey by the engineering firm is completed and 
the cost of the project known, a decision will be made as to the steps 
to be taken to finance the cost of the work. 

In conclusion, I would like to extend a cordial invitation to the 
members of this committee to visit the Bureau and see firsthand 
some of the accomplishments that have been made to date as well 
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as those research projects which are currently under ae We 
believe that you would find them of interest, and we would be de- 
lighted to have you come. 


CURRENCY UNIT COST 


Mr. Gary. Mr. Holtzclaw, while, as I stated, you are not asking 
for any appropriation, we do have coming before us tomorrow the 
Treasurer of the United States, and in their request they are a 
for an increase of $285,000 for the purchase of U.S. currency an 
that increase is based on increased unit cost in the Bureau of En- 
graving and Printing. Can you tell us the reason for that increased 
unit cost ? 

Mr. Hotrzctaw. Well, when I was before this committee January 
@ year ago we were distressed to have to inform you that we had en- 
countered a great many difficulties with inks, paper, printing presses, 
and so forth, all of which brought about an increase in the cost. 

As time wore on we were able to bring about corrective measures 
in most of the situations that had caused us trouble, but we did not 
actually know until we had a great deal of experience behind us that 
we were going to be able to reduce the cost, which was not actually 
until about October. 

At about that time this unfortunate ‘situation developed in the 
annex building, and it looked as though we might have to finance 
the whole project, since the General Services Administration in- 
formed us they had no jurisdiction and no funds to do it. So we 
did not make the downward adjustment earlier than January 2 be- 
cause of that condition in the building. 

In July when we were developing costs for the 1960 budget, we 
also had the very vivid memory of all the difficulties we had en- 
countered earlier in the calendar year and we took into consideration 
all those difficulties and the probability of their recurrence when 
we established the rate of $9.71 for 1960. 

As I mentioned in my statement here, we are currently reviewing 
our costs to ascertain whether or not there can be a reduction in the 
unit cost for 1960. I am certain there will be, but at the moment I 
am not prepared to say what it will amount to. 


SALARY INCREASES 


Mr. Gary. Did you have any increased cost because of salary in- 
creases ¢ 

Mr. Horrzctaw. We absorbed during the calendar year 1958 about 
$1 million of the wage increases. That includes GS as well as Wage 
Board employees. 

Mr. Gary. What about your situation for 1960? 

Mr. Hourzctaw. Of course, the wage increases that have already 
been granted will extend into 1960. 

Mr. Gary. And to what extent will that increase your costs in 1960 
over 1959? 

Mr. Horirzciaw. That has already been taken into account in the 
figures that we established for the 1960 budget, that is, the wage in- 
creases already granted. 

Mr. Gary. That is figured in your present costs? 
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Mr. Hourzciaw. Yes, sir. 

Mr. Gary. The salary increases which were adopted by the Con- 
gress last session and also the wage increases that were prescribed by 
the Wage Board up to date have been figured in your unit cost for 
1960 ? 

Mr. Horrzciaw. That is correct, sir. 

Mr. Gary. And you hope now that notwithstanding any increases 
you had as a result of that, that because of other factors you may be 
able to reduce that unit cost to some extent for 1960? 

Mr. Hotrzcuaw. It is reflected in the statement, Mr. Chairman, to 
the extent that we have indicated that we are going to deliver to the 
Office of the Treasurer 130 million more notes in the fiscal year 1959 
than were originally contemplated as a result of savings in our opera- 
tions. If that trend continues, and we believe it will, there should be 
a somewhat corresponding reduction in unit cost for the fiscal year 
1960. 

Mr. Canrrevp. Mr. Holtzclaw, all the members of this subcommit- 
tee who have been on the committee for any period of time know 
quite well about your dedication to your assignment and how hard 

ou work, and you have every reason to feel at ease before this group 
Lenore we are mindful of your faithful performance down through 
the years. 


REPAIRS TO ANNEX BUILDING 


I know that you have been deeply concerned personally about the 
awful thing that happened to the annex building a few months back, 
but most certainly you are not responsible for that situation, and I 
think you proceeded quite properly in doing what you did, time being 
of the essence, and apparently real progress is being made toward 
appraising these defects and remedying them. That is true, is it not? 

Mr. Horrzciaw. To the best of my knowledge appropriate steps 
are being taken to bring about corrective measures. 

Mr. Gary. Will the gentleman yield ? 

Mr. Canrtetp. Certainly. 

Mr. Gary. Is there any chance of your being reimbursed by the 
General anevions Administration for these amounts that you are put- 
ting out? 

Mr. Hotrzctaw. Mr. Chairman, I wrote a letter on the Sunday fol- 
lowing the Saturday when this tragic thing occurred to the Adminis- 
trator of the General Services Administration. I dispatched it to 
him the first thing ‘Monday morning, asking him to take over: the 
project and finance it. We received a negative reply. 

Another letter was written for the signature of the Under Secretary 
of the Treasury to the General Services Administration and again a 
negative reply was received. 

The Bureau of Engraving and Printing does not come under the 
jurisdiction of the General Services Administration for the purpose of 
maintaining the buildings or grounds. Public Law 754 of the 81st 
Congress specifically exempted the Bureau of Engraving and Print- 
ing from custody by GSA. How they would finance this work, I do 
not know, but up to the moment they have indicated that they have no 
funds and do not have jurisdiction. 

Mr. Gary. Suppose you have to have extensive repairs there, you 
will have to take care of that too? 
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Mr. Hotrzcitaw. Well, as I pointed out in my statement, when this 
survey is completed invitations to bid are issued and bids received 
and the cost of the work is identified. Decisions will then be made as 
to the steps to be taken to finance the operation. I do not yet know 
just what steps will have to be taken. 

Mr. Gary. Excuse me, Mr. Canfield. Go ahead. 


WET VERSUS DRY PRINTING 


Mr. Canrietp. Mr. Holtzclaw, this 18-unit sheet of $1 bills I hold 
in my hand is a product of the wet press ? 

Mr. Hoxrzctaw. That is correct. 

Mr. Canrievp. And this new 32-unit product comes from the dry 
or intaglio press? 

Mr. Horrzciaw. Yes. 

Mr. Canrietp. This is the one that concerned Mr. James? 

Mr. Hourzciaw. That is correct. 

Mr. Canrteip. Of which he spoke most favorably ? 

Mr. Horrzciaw. He spoke most favorably of it, yes. 

Mr. Can¥rievp. That represents progress? ee 

Mr. Hourzcuaw. Even greater progress than at this time last year. 


“IN GOD WE TRUST” INSCRIPTION 


Mr. CanrieLp, I am glad to note on the dry product you have on 
the back of the dollar bill the “In God We Trust” expression. You 
will never know how people abroad reacted to these new dollar bills 
when I displayed them as a U.S. delegate to the NATO Interparlia- 
mentary Congress in Paris late in 1957. They were most favorably 
received. I take it they are pretty well in circulation now? 

Mr. Houtrzctaw. About 75 percent of all the $1 bills we produce 
bear the inscription, “In God We Trust,” and I might add we were 
very proud to play the part we did—which is a small one—of having 
engraved the motto and printed it, and I am pleased to know that 
it had such a favorable reaction. 

Mr. Canrizxp. I understand this is the first country that has had 
that inscription on its currency, and-that is very wholesome and very 
good, 

QUALITY OF U.S. CURRENCY PAPER 


I do not think there is any question but that we have the finest dis- 
tinctive currency available anywhere; is that not true ? 

Mr. Horrzciaw. Well, I have been around a great deal, Mr. Can- 
field, and I consider the quality of the product we produce extraor- 
dinarily better than any currency produced anywhere else on earth, 
and in my judgment enormous difficulties and expense would be asso- 
ciated with a successful reproduction of our currency. I do not be- 
lieve it could be done in a manner that would not be readily identified. 

Mr. Canrievp. And this distinctive paper is made in the United 
States of America, and you indicate in your presentation today that 
it is being improved gradually as time goes on. 

Mr. hemnesn. ou mentioned a while ago my dedication to my 
work. We are fortunate in the fact we have a manufacturer making 
this paper who is truly dedicated to making a fine paper and who 














works wholeheartedly and cooperatively with us in improving the 
quality of the paper, and significant gains have been made in that 
direction. 

Mr. Gary. Will the gentleman yield ? 

Mr. CanrieLp. Yes. 

Mr. Gary. This intaglio or dry process currency looks brighter and 
clearer to me than the old paper. It feels better and it looks to me 
like a much better product. So I think you improved it without 
increasing the cost, which is very gratifying. 

Mr. Horrzciaw. Mr. Gary, I shall be glad to have you stand in for 
Mr. James as an expert in the graphic arts. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Conte. Mr. Chairman. 

Mr. Canrietp. I yield to my colleague. 

Mr Conte. I am very glad to hear the comment about the manu- 
facturer of the paper, because the paper is manufactured just 400 
yards away from my backyard by Crane & Co. 

Mr. Gary. We will nominate you as the expert in the place of Mr. 
James. 

Mr. Horrzciaw. It so happens each year we advertise for bids for 
distinctive currency paper. We send invitations to bid to more than 
50 rag-content paper manufacturers, and every year Crane & Co. is 
the only bidder. There have been two or three companies over a 
period of years who have come in and tried to make the paper, but they 
failed miserably and Crane & Co. had to bail them out. 

This committee felt that: the fact of Crane & Co. having received 
the contract every year should be investigated, and this committee 
had a thorough study made of all the records that went into the 
awarding of this contract and the manner of bidding for the paper, 
and this committee gave Crane & Co. and the Bureau of Engraving 
and Printing a clean bill of health, and we were delighted the com- 
mittee had the investigation made. 

Mr. Conte. We think they are one of the finest families in Massa- 
chusetts, and we liold them in high esteem. 


MULTICOLOR STAMPS 


Mr. CanrFietp. Mr. Holtzclaw, I like your comment about the chair- 
man, calling him an expert in the graphic arts. In 1947, I pioneered 
a bit in this regard. I was urging both the Post Office Department 
and the Bureau of Engraving and Printing to go into this multiple- 
color stamp business. At that particular time you were not the wit- 
ness before us, but if you read the hearings back in those days, it was 
not believed at that time that we were geared to make much progress 
in that field. Now, however, you are making great gains, and I] was 
ever so pleased to note your first multiple-color stamp. I believe 
your first one was the Red Cross stamp ? 

Mr. Hotrzciaw. Yes, sir. 

Mr. Canrievp. And then the flag stamp. 

Mr. Hottzciaw. Yes, sir. 

Mr. Canrtetp. And there have been others and I know they have 
been well received, not only by philatelists but by the public gen- 
erally. Generally speaking, it is true that multiplecolor stamps 
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issued by other countries are not anywhere near ours in quality today, 
is that true? 

Mr. Hoxrrzcitaw. That is my opinion; yes. 

Mr. Gary. Will the gentleman yield ? 

Mr. CanrieLp. Yes. 

Mr. Gary. I would like to verify what my distinguished colleague, 
Mr. Canfield, said about the fact he was a pioneer in that field. He 
has been trying to get the multiplecolor stamp for a long time, I 
know. 

How does the cost of the multiplecolor stamps compare with the 
conventional stamp ¢ 

Mr. Horirzcitaw. The cost for ordinary 4-cent stamps, for example, 
is about 18 cents a thousand. The cost for the multicolor stamp will 
vary depending on how the design is made, the number of subjects 
per sheet, etc. In some situations the sheet has to be passed through 
the press twice, and in other cases only once to receive the three col- 
ors, So it will range from 35 cents to 55 cents a thousand in comparison 
to 18 cents for the other. 

On the other hand, I recall having read a press release put out by 
the Postmaster General a few years ago indicating a ssnemeiliiiee profit 
was made by the Post Office Department through the sale of com- 
memorative stamps to philatelists due to the fact the stamps never 
went through the mails, so that the difference in cost may be more 
than absorbed by that profit. 

Mr. Gary. You only use the multicolor process for special com- 
memorative stamps ? 

Mr. Hotrzcraw. That is right. The number of commemorative 
stamps bears a very small relationship to the total number produced. 

Mr. Canrietp. Mr. Holtzclaw, I am told that no one in the Bureau 
of Engraving and Printing works longer hours than you; you take 
great pride in your work and are there day and night. 

In closing I want to thank you for the almost extreme courtesy 
you and your staff have shown constituents of mine sent by me to 
visit the Bureau of Engraving and Printing. Almost all of them 
come back and tell me they were royally received. 

That is all, Mr. Chairman. 


AIR CONDITIONING 


Mr. Sreep. Mr. Holtzclaw, I know you had many problems to over- 
come in the past few years, and I am glad to see that finally you 
are getting some air conditioning down there. I have never been 
able to understand why a production plant such as yours has to wait 
so long to get those facilities. I have had some little experience in 
the printing business myself and I certainly hope you will find that 
air conditioning will help you answer some of the problems you are 
dealing with. 

Mr. Hotracuaw. Mr. Steed, we requested in writing that the GSA 
include us in its long-range program for air conditioning of Govern- 
ment buildings. The answer was that we should seek our own appro- 
priation for that purpose and the estimated cost was about $10 million. 
I do not think the climate is right at the moment to request an appro- 
priation of $10 million for that purpose, but I certainly am grateful 
for your remarks regarding the necessity for air conditioning, because 
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it is vital, not only for the industrial aspects of it but for bodily com- 
fort of people engaged in a repetitive, tedious operation, as most of 
our people are. 

Mr. Steep. I am sure if a study were made it would be found that 
’ lack of climate control has been a large contributor to your problems. 

Mr. Hotrzciaw. I am certain that that is so. 

Mr. Steep. That is all I have, Mr. Chairman. 

Mr. Prion. I would like to compliment you on the apparent 
businesslike manner in which you operate this Bureau. You are 
apparently doing a fine job. 

r. Hourazcuaw. Thank you. 


REDUCTION IN PERSONNEL 


Mr. Piuuion. I notice the number of your employees has gone down 
from 3,507 in 1958, to 3,440 in 1959, and an estimate of 3,382 for 1960. 

Mr. Hotrzciaw. Yes, sir. 

Mr. Putton. I think that is very fine. I think it shows progressive 
efficiency in that operation. Can you continue that sort of regular 
pace or more efficiency of ing een generally speaking? 

Mr. Hoxrzctaw. I would like to supplement some of the informa- 
tion you have. Going back to 1953, we had 6,073 employees on the 
payroll. On January 23, 1959, we had 3,426. 

r. Priuion. Isn’t that wonderful. 

Mr. Hotrzciaw. I am committed to the proposition of continuin 
to make technological improvements in the Satews of Engraving and 
Printing but gearing them to manpower availability, taking care of 
surpluses through normal attrition, and no involuntary reductions. 
That is my policy and the policy I will pursue while I am there, and 
I am certain as time goes on we will significantly reduce the number 
of people on the payroll by normal attrition. 

Mr. Prion. f wish there were some way the Government could 
compensate management such as yours in some manner other than we 
are able to at the present time. 

Mr. Hotrzciaw. I have been compensated right here today by the 
generosity and kind remarks made by members of this committee. 

Mr. Gary. Mr. Pillion, I want to say I do not think anybody has 
done a better job than Mr. Holtzclaw has. Off the record. 

(Discussion off the record.) 

Mr. Pitui0on. I might say a factor that impressed me very much is 
that a production bureau such as yours and a production bureau 
such as the Bureau of the Mint are able pretty well to make the 
same sort of efficiency progress that we have in industry. However, 
when we run into the service bureaus where we cannot pinpoint cost, 
we are at a terrible disadvantage because we are unable to get the per 
unit cost the way we are in this particular instance. I call that to 
the attention of the members of the committee because it is that cost 
accounting that enables us to know the degree of efficiency in the 
operation of a bureau. 

EQUIPMENT 


By the way, Mr. Holtzclaw, you have an item of $2,154,000 in the 
1960 estimates for equipment. What equipment will that be, generally 
speaking ? 
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Mr. Hotrzctaw. That is equipment for the manufacture and pro- 
cessing of these coils that we showed you a while ago. 

Mr. Gary. Stamps. 

Mr. Hotrzctaw. Stamps in coil form, which, in full operation, 
will bring about an annual recurring saving of about $600,000 per 
annum. 

Mr. Pirtui0on. Thank you very much. We are glad to have you here 
with such a fine report. 

Mr. AtexAnper. Mr. Holtzclaw, I too would like to add my com- 
mendation to that of my colleagues on the fine job that you have 
done. I take it that although you have been reducing the number of 
your employees you also have been increasing your production. Is 
that true? 

COMMENDATION OF BUREAU EMPLOYEES 


Mr. Hotrzcuaw. In a very spectacular manner, Mr. Alexander. 

In keeping with some remarks the chairman made a while ago, we 
have 25 unions in the Bureau, 24 of whom are affiliated with interna- 
tional unions. All of them need to be worked with cooperatively, 
understandingly, and fairly to get their cooperation in return. It has 
been an extremely difficult job to gain their confidence and their 
support. 

I want to give a real boost to the employees of the Bureau of 
Engraving and Printing because they truly deserve it. 

In the category of dry printing, for example, the productive output 
of the plate printers has increased 336 percent, onl I challenge you 
to find any industrial organization that had made that kind of 
progress. 

The employees of the Bureau of Engraving and Printing have 
given generously of their time and talents and have worked coopera- 
tively and have increased productive output, lowered spoilage, all 
as a product of being guaranteed job security. It has paid enormous 
dividends. As a matter of fact, just prior to Christmas I was so 
pleased with what we had accomplished in the last year that I wrote 
a letter to each and every employee, which was put in their pay 
envelope, in which I expressed my feelings with respect to what they 
had done. This was very well received and. it helped. 

Mr. Gary. Would you like to put that letter in the record ? 

Mr. Horrzciaw. I would. With your permission, Mr. Chairman, 
I would like to introduce into the record a letter which was written 
to each and every employee in the Bureau of Engraving and Printing 
prior to the last Christmas. 2 

(The letter referred to is as follows :) 

TREASURY DEPARTMENT, 
BUREAU OF ENGRAVING AND PRINTING, 
Washington, D.C. 
To AU Employees; the Staff; and Supervisors: 

The calendar year of 1958 has probably been the most spectacular year in the 
Bureau’s history and every employee can be justifiably proud of the part that 
he or she has played in the following accomplishments : 

We were able to meet the unprecedented demands of the Post Office Depart- 
ment for enormous quantities of postage stamps in a 60-day period to satisfy 
the provisions of the legislation concerned with the postal rate increase. 

We have been able to. meet all delivery requirements for currency for the 
Office of the Treasurer of the United States and for the Federal Reserve Board, 
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while at the same time maintaining or improving our high standard of quality 
and actually reducing the costs for its production. 

While wage increases have amounted to $1 million, we have been able to absorb 
the entire amount for such increases and still reduce the unit costs for all of 
the products that we produce. 

We have done an outstanding job of designing, engraving, and printing multi- 
color as well as single color postage stamps, which has brought many favorable 
comments from many sources: 

We have made significant progress in developing many technological im- 
provements. 

We have been enabled, through the many improvements that have been made 
and the economies that have resulted therefrom to guarantee job security to all 
employees. 

We were eminently successful in meeting our quota for the United Givers 
Fund. 

It seems to me altogether proper and fitting that I should take this medium to 
acknowledge that our great success has only been achieved by teamwork, dili- 
gence, and perseverance on the part of all employees at every level. And, if I 
may, I would like to express my sincere thanks to all of you.who have given 
so generously of your talents, and further, to extend to each of you my best 
wishes for a Merry Christmas and a Happy New Year. 

Sincerely, 
H. J. HoLttzchaw. 


STABILIZATION OF OPERATIONS 


Mr. Avexanper. Mr. Holtzclaw, I know that you have had a lot 
of trying circumstances and I was impressed by the fact that your 
employees had not only worked longer hours, ty three shifts and 
that kind of thing. 

During the coming year would your operation be more stabilized 
or do you think you would be faced with that type of situation? 

Mr. Hottzciaw. We don’t anticipate the kind. of a condition that 
we had last July and August unless the Congress in its wisdom in- 
creases the postal rate, and if they do and set a 60-day limit on it, I 
am afraid we would have to do precisely what we did last year. 


SPOILAGE OF CURRENCY 


Mr. Avexanper. I noticed also in your report that your spoilage of 
currency, due to your experimentation and trying to work out the 
bugs, has varied from about 41 percent to about 9 percent during the 
last year. What has that been reduced to now ? 

r. Hoirzciaw. It is down to approximately 5 percent. 

Mr. Avexanper. Is that a stable figure or do you think that you 
can improve that very much more? 

Mr. Hoxrzciaw. | think that we will make further improvement 
by further refinement of ink formulas and the presses, probably to 
the extent that spoilage will be no more than 3 percent, Dut I doubt 
if we will ever get below that. 


TOTAL COST OF OPERATION 


Mr. AtExaNnper. Do you have, or could you give us, the total cost 
of your operation for about 5 years? Could you give us the total 
cost for each year? ; 

Mr. Horrzctaw. We would be delighted to furnish you that table. 

Mr. Atexanper. I think it would be interesting to the committee. 
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Mr. Hotrzcraw. I would like to include in that same statement, 
Mr. Alexander, the production program. 

Mr. Atexanper. Yes. I would like for that to be shown, 

(The information supplied is as follows :) 


Statement showing the number of units delivered, the cost of producing these units 
and the average number of employees on the roll for the fiscal years 1954-68, 
inclusive 








Average 
Fiscal year Number of _| Total cost of | number of 
units delivered | deliveries employees 
on roll 

EERIE SERS PEIN sone e eee ers are Mees eee ne ene re 47, 320, 085, 882 | $31, 367, 684 5, 129 
Fe niticd dctancakpendstacdpeb ase qessnnadduadgennaiegesaseny 48, 029, 413, 419 26, 692, 618 4, 200 
SERA TRAINS cs 5 RAT CREF Oe ess} | Ss ee eet tt 49, 001, 369, 967 26, 046, 725 3, 758 
—__ eee a ee ee ae 50, 146, 989, 178 27, 113, 787 3, 587 
Lcnncsdicedsbaednndcndenthenasussedsecussenphéuetasaseces 49, 609, 121, 962 27, 459, 266 3, 507 














Norte.—In each of the fiscal years since 1953, the Bureau has had to assume additional costs which at the 
end of the fiscal year 1958 amounted to $3,615,000 on arecurring annual basis. These additional costs resulted 
from increases in the cost of wages and materials, the transfer of functions from other agencies, payments for 
steam furnished by the General Services Administration and for contributions made to the civil service 
retirement and disability fund in accordance with the provisions of Public Law 854. Were it not for these 
increases and additional expenses, the total cost of the program for the fiscal year 1958, for example, would 
have pean approximately $23,844,000 intsead of $27,459,000.. Conversely, the cost of the program for fiscal 
year 1958 would have been approximately $35,500,000‘ were it not’ for recurring annual savings of over $8 
—e es by technological improvements and the adoption of more efficient operations during 
this 5-year period. 


Mr. Gary. If there are no further questions, we thank you very 
much, Mr. Holtzclaw. 

The committee will now adjourn until 10 o’clock tomorrow 
morning. 


Tuurspay, JANUARY 29, 1959. 
BUREAU OF ACCOUNTS 


WITNESSES 


ROBERT W. MAXWELL, COMMISSIONER OF ACCOUNTS 

H. R. GEARHART, ASSISTANT COMMISSIONER OF ACCOUNTS 

SAMUEL J. ELSON, DEPUTY COMMISSIONER, DIVISION OF CENTRAL 
REPORTS 

EDMUND C. NUSSEAR, DEPUTY COMMISSIONER, DEPOSITS AND IN- 
VESTMENTS 

ROGER E. SMITH, ACTING ASSISTANT COMMISSIONER FOR ADMIN- 
ISTRATION 


Mr. Gary. The committee will come to order. We will consider 
today the budget request of the Bureau of Accounts. 
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COMPARISON OF 1959 AND 1960 BUDGETS 


At this point in the record we will insert a brief table comparing 
-~ amount requested for 1960 with the amount appropriated for 
1959: 








Appropriations, 1959 $20, 410, 000 
Total (including anticipated pay supplemental, 1959) _.____-___-___ 21, 395, 485 
Total (including anticipated pay and postal supplementals, 1959)__ 23, 746, 235 
Estimates, 1960 25, 744, 000 
Increase over appropriations, 1959 5, 334, 000 





Increase over total (including anticipated pay supplemental, 1959)_ 4,348, 565 
Increase over total (including anticipated pay and postal supple- 
mentals, 1959) 1, 997, 765 
We have before us this morning our friend who has appeared 
before us on numerous occasions, Mr. Robert W. Maxwell, the Com- 
missioner of Accounts. We will be very glad to hear from you at 
this time, Mr. Commissioner. 





GENERAL STATEMENT 


Mr. Maxwe.u. Mr. Chairman and members of the committee, the 
Bureau of Accounts has had only a few minor changes in its activities 
or functions during the past year. Under Public Law 85-745, ap- 

roved August 25, 1958, and Treasury Department Order No. 177-17, 
Dated September 22, 1958, the Bureau now accounts for and makes 
annuity payments monthly to former Presidents of the United States 
or their widows. Under amendment No. 1 to Treasury Department 
Order No. 174, dated October 10, 1958, we will make an annual audit 
of the Federal Reserve currency stock kept in the vaults of the Bureau 
of Engraving and Printing, and under Treasury Department Order 
No. 177-16 of December 18, 1957, we transferred to the Office of the 
Treasurer of the United States certain work in connection with claims 
for nonreceipt of Government checks. 

Aside from these changes, our functions are the same as those pre- 
viously performed. Our estimated requirements for administrative 
expenses for the fiscal year 1960 are separated into two appropriation 
accounts as heretofore, and the amounts are based upon the continu- 
ation of these functions, which, for budget purposes, are grouped 
into eight activities as follows: 

1, Processing of deposits of withheld tax payments. 

2. Financial reporting and maintenance of the Government’s 
central accounts. 

3. Accounting and reporting developments and internal audit. 

4. Processing of investments, loans, claims, collections, and 
surety bonds. 

5. Supervision of the Federal depositary system. 

6. Executive direction. 

7. Processing of payments. 

8. Issuance of savings bonds. 

As you gentlemen know, the expenses of performing the last two 
functions—i.e., those relating to the payment of Government obliga- 
tions for civilian establishments of the Government and the issuance 
of savings bonds to their employees—are paid from a separate appro- 
priation entitled “Salaries and expenses, Division of Disbursement.” 
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We are requesting $22,280,000 for the fiscal year 1960 under this 
appropriation to process nearly 286 million checks and savings bonds. 
Mr. Cannon, chief disbursing officer, will be available later to discuss 
this request. The expenses for performing the first six activities are 
paid from the appropriation “Salaries and expenses, Bureau of 
Accounts,” for which we are requesting for the fiscal year 1960 $3,464,- 
000. The largest part of the increases in both of these accounts over 
the appropriation initially made for the current year is due to the in- 
crease in salary payments under Public Law 85-462, approved June 20, 
1958, and the increase in postal rates effective August 1, 1958, under 
Public Law 85-426, approved May 27, 1958. 

In arriving at these estimates, a projection has been made of our 
estimated management savings which have been deducted from the 
amounts requested. The management program is high on the agenda 
for each division head and its objective is to find more economical 
methods of performing our functions. Some of the more significant 
improvements which have been made in the Division of Disbursement 
include a simplification of the procedure for verifying income-tax 
refunds, realinement of work and reorganization of production line 
activities, the combining of microfilm and check-signing functions 
into a single operation, the utilization of punchcard type U.S. savings 
bonds, and the installation of electric check-writing machines. 
Savings from these improvements have enabled the Division of Dis- 
bursement to absorb increases in work in the fiscal year 1958 which 
were not included in the initial estimates for that year. Although 
our large-volume operations are more susceptible to the application of 
new laborsaving electronic equipment, savings have been made in 
other activities as a result of changes initiated by the Bureau staff or 
on the basis of employee suggestions. Revisions in accounting and 
reporting procedures and realinement of functions within the Divi- 
sion of Central Accounts resulted in savings which have enabled the 
Bureau to absorb in the fiscal year 1958 additional costs of other 
activities such as an increase in the volume of depositary receipts over 
the amount estimated a year ago, automatic promotions, and a part 
of the general pay increases. We expect to continue our management 
program as assiduously as heretofore. 

No request is now being made for an appropriation for the Govern- 
ment losses in shipment fund established under the act of July 8, 1937. 
After giving effect to the amount appropriated for this fund for the 
fiscal year 1959, the funds available for the fiscal year amounted to 
$123,750. If the anticipated losses chargeable to this fund—namely, 
$50,000 for each of the fiscal years 1959 and 1960—are not exceeded, 
we will have an adequate balance to carry us through the fiscal year 
1960—of course, barring any unusual loss that would increase the 
need for additional funds. 

This, I think, is a general picture of the situation in the Bureau of 
Accounts. 

ELECTRONIC EQUIPMENT 


Mr. Gary. Mr. Maxwell, we will ask you a few general questions 
with reference to the operation of the Bureau as a whole and then we 
will take up the separate items a little later on. 
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Will you tell us briefly what advancements you have made in the 
last year or so in the use of electronic equipment and other timesaving 
devices and what you have planned for the future? 

Mr. Maxwewu. Yes, sir. As I have indicated on previous occasions, 
our large-scale volume of work where we have repetitive operations is 
the best place where we can utilize the new electronic equipment. We 
must have a large volume to make it worthwhile since the rental is 
substantial and we must have a large volume in order to keep our unit 
cost to a minimum. 

The division where we expect to utilize electronic equipment is in 
the Division of Disbursement and if you have no objection, I would 
like to ask Mr. Cannon, who is here with us, to give you a picture of 
the plan for installation of the new electronic equipment in his 
Division. We have already installed the equipment in some of our 
regional offices and, as in all types of new equipment, we have certain 
bugs which have to be ironed out, but the equipment so far installed is 
generally operating satisfactorily. 

I think Mr. Cannon can give us the details as to the individual 
operation, if you have no objection. 

Mr. Gary. We shall be very glad to hear from Mr. Cannon. 

Mr. Cannon. Mr. Chairman, as you know, we began planning about 
3 years ago. In 1957 we installed in the Boston regional office our 
first electronic checkwriting machine. This machine was the first one 
that had ever been developed for the purpose of writing checks and, 
as Mr. Maxwell indicated, there were some difficulties that had to be 
ironed out. 

The first 9 months that the machine was in Boston were spent in 
getting the bugs out of the machine. That was in 1957. Beginning 
with the tax refund program early in 1958, we used this machine in 
Boston to make tax refunds for the Northeast Processing Center of 
Internal Revenue and the machine worked out pretty well. We 
weren’t completely satisfied with it but we were aioe progress and 
the manufacturer was making progress in getting the equipment in 
good working order. 

We were well enough satisfied with the equipment to feel that we 
should go ahead with it. Our next installation was in our New York 
regional office. In New York we had the first opportunity to try the 
machine on large scale for repetitive payments. After we spent some 
time getting the difficulties ironed out of the machines, then we felt 
encouraged to the extent that we went ahead with conversion of our 
entire volume in the New York office to electronic machines. 

At the present time three machines have been placed in the New 
York office in order to take care of the total monthly volume in that 
office, which runs close to 2.5 million checks per month. We have 
now completed the conversion in New York of all but about 400,000 
of our payments to the electronic method of writing checks. 

A machine went into Chicago in May 1958, where we have had a 
very successful installation thus far. As each machine is developed it 
seems to be a little bit better than the preceding machine. The ma- 
chine in Chicago has worked very well and it has been producing 
checks at the rate of about 80,000 per day. 

Installation of two machines was made in Philadelphia in April 
and September 1958, which are being used on the Veterans’ Adminis- 
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tration compensation and pension as well as veterans’ insurance pay- 
ments for the Philadelphia district office of the Veterans’ Administra- 
tion. 

There are a total of seven machines now in actual operation. We 
a within the next year or so to add 3 more machines, which would 

ring us up to 10 of that particular type machine. 
Mr. Gary. Do you purchase or rent those machines? 
Mr. Cannon. They are all on a rental basis, Mr. Chairman. 


DISBURSEMENTS FOR VETERANS’ BENEFITS 


The significant thing that we have in mind now is the plan of the 
Veterans’ Administration, which they have announced recently, to con- 
solidate all of their benefit accounting and statistical functions from 
their 67 regional oftices throughout the United States into 1 processing 
center. The information we get from the Administrator of the Vet- 
erans’ Administration is that that processing center will be located 
in their Hines Veterans Hospital at Chicago, I]. They plan to estab- 
lish in that location an electronic data-processing center which will 
handle the work for all of their 67 offices. 

The Treasury has been working in close cooperation with the Vet- 
erans’ Administration. We plan to go in there with an enlargement 
of our present Chicago Regional Disbursing Office and install elec- 
tronic checkwriting machines which will be able to use the electronic 
tape output and other data developed incident to the veterans’ ac- 
counting and statistical operations. 

That will enable us to save our present file maintenance work. We 
will be using the same source data in the preparation of the checks 
which the Veterans’ Administration uses for their accounting and 
statistical work. 


DECENTRALIZATION OF DISBURSING OFFICE 


Mr. Gary. The suggestion has been made several times to this com- 
mittee that we could save considerable sums by decentralizing the 
Disbursement, Office, particularly with reference to the checks of the 
Veterans’ Administration and possibly some other of the larger opera- 
tions of the Government and let those agencies process their own 
checks, since they have all of the records. Since they plan to bring 
those records to a central office, they might be able to write the checks 
more economically than the Disbursing Office could. That is now 
being done with the Armed Forces, if { am not mistaken. You do 
not handle Armed Forces checks; do you? 

Mr, Cannon. No, sir. That is handled by the Armed Forces. 

Mr. Gary. My recollection is you made a survey or study of that 
plan a year or so ago. I understand you arrived at the conclusion 
that it could not be done more economically. Will you discuss that 
very briefly, either you or Mr. Maxwell, to give us some information 
as to why that would not be a more efficient and more economical 
process ? 

Mr. Maxwetu. Briefly, Mr. Chairman, the reason for favoring cen- 
tralization was just a matter of economics. If we take away from 
the organization the low-cost items for which these high-speed 
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machines can be used, it leaves only the miscellaneous groups, which 
will immediately increase the unit cost of the remaining checks. The 
determination was made on the basis of the overall picture. I think 
that was the reason why they arrived at the conclusion that there was 
no savings, because when you look at the overall picture, it would 
increase the overall cost to the Government to decentralize. 

This is substantially what the Comptroller General said—if you 
don’t mind, I will read what he said about it in his annual report. 

Mr. Gary. Did the Comptroller General make the survey ? 

Mr. Maxwe t. It was a survey made by the Comptroller General, 
the Budget Bureau, and a representative of the Treasury—not from 
the Division of Disbursement, but a representative from the Fiscal 
Service. This is what he said, if you don’t mind. 

Mr. Gary. I will be very glad to hear it. 

Mr. Maxwe t. I will read what the GAO said in its last annual 
report: 

The study showed that there would be no reduction in the cost to the Gov- 
ernment if the transfers were made. Accordingly, it was not recommended that 
disbursing for veterans or social security benefit payments be transferred from 
the Division of Disbursement. At the same time, it was noted that future devel- 
opments, including possible broad application of automatic data-processing 
machines, would undoubtedly warrant a reappraisal of the disbursing question 
at some later date. 

That is what is going on now. The Veterans’ Administration has 
decided to bring together their operations because they can utilize 
electronic equipment, and by using the same tapes which they use, 
Mr. Cannon then will handle the disbursement on electronic equip- 
ment. The same equipment which Mr. Cannon uses for this disburs- 
ing can also be utilized—we hope, and that is what we plan to do— 
for other disbursements. This will, in the long run, reduce the cost 
of all checks—not only the veterans’ but other checks, too. 

Mr. Gary. Will you set up your office adjacent to the Veterans’ 
Administration central office ? 

Mr. Maxwe t. It will either be immediately adjacent or in the same 
locality. As I understand it, we will use a different type of machine 
for our operations than the veterans will use for theirs—I should say, 
the same general type but constructed for the check preparation oper- 
ation. The tapes are magnetic tapes, which look like a movie film roll 
and will be taken from the Veterans’ office and transported to the 
Disbursing Office. Whether it is immediately adjacent or a few blocks 
distant or miles distant is not much of a problem to transport those 
tapes. We will take them to our office where we will run the checks 
off, account for and have them signed. 

Mr. Gary. You will have an office in the same locality? You would 
not have to ship them across the country ? 

Mr. Maxwe tu. That is correct. However, we do expect to have a 
liaison group, if the whole office isn’t in the same building, to handle 
special items, if there are any, such as returned checks. 

Mr. Cannon. Mr. Chairman, if I might add a word or two to what 
Mr. Maxwell has just said, we have gone over the situation with the 
Veterans’ Administration very carefully. There is not a single piece 
of equipment which they have ordered—they have already ordered 
their data-processing equipment—there is no equipment they have 
that can be used for checkwriting purposes, to produce card checks. 
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They can, of course, write checks the same as we can, but if they did 
so they would have to order the same type of equipment that we will 
use to write the checks, the difference being in our case, as Mr. Max- 
well pointed out, that we can take this same equipment and make a 
wider use of it by bringing other items onto it, such as payrolls. We 
plan in the case of Chicago to begin bringing our social security work 
onto tape-operated checkwriting equipment. 


CONSOLIDATION OF SOCIAL SECURITY OPERATION 


Mr. Gary. I was going to ask you, has the Social Security Admin- 
istration made any effort to consolidate their accounts in one place? 

Mr. Cannon. Not insofar as we know at this time, Mr. Chairman. 
They have told us this: They have in Baltimore electronic data-proc- 
essing equipment. They plan to establish in Baltimore a payment 
center similar to the ones they have in New York, Chicago, Birming- 
ham, and other places. The nucleus for this payment center will be 
the disability insurance benefits which they will bring in from all over 
the United Austen, lus the foreign social security payments. Those 
will be brought in from the present payment centers throughout the 
country and placed in their new Baltimore payment center. 

They inform us that as soon as they get this established they plan 
to bring in enough additional work from social security payment 
centers within this particular area to build it up to the size of one of 
their regular payment centers, which is around 1.5 million payments 
monthly. In that connection they say that they then plan to 
experiment—— 

Mr. Gary. Do you mean a million and a half checks? 

Mr. Cannon. A million and a half payees, or a million and a half 
checks per month. They plan when that is fully organized to begin 
using their electronic data-processing machines in Baltimore with 
the idea of doing their accounting and statistical work on electronic 
machines. 

Mr. Gary. They do not use electronic machines at the present time? 

Mr. Cannon. Not for their benefit accounting. 

Mr. Gary. It looks like they are slow in adopting modern 
improvements. 

Mr. Cannon. I think one of their difficulties has been that they 
have been loaded down with some of the recent amendments to the 
Social Security Act, particularly in this past year, changing the rates 
of pay for some 10.5 million social security beneficiaries. We are 
just now finishing up that job, Mr. Chairman. 


JOINT ACCOUNTING PROGRAM 


Mr. Gary. Mr. Maxwell, I received a report a few days ago of the 
Joint Accounting Committee and I have not had an opportunity to 
read it. I walle if you could outline briefly some of the accom- 
plishments of that committee? If you would also outline the histor 
and purpose of that committee for some of the new members, I thin 
it would be helpful. 

Mr. Maxwe tw. I will be glad to do that. The joint accounting pro- 
gram was established in 1948 as a result of an agreement between the 
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Secretary of the Treasury, the Comptroller General, and the Bureau 
of the Budget to get together to see what could be done to improve 
the accounting in the Federal Government. That is where it gets its 
name. 

I would say we could go back to about 2 years before that when 
Mr. Bartelt, who was then fiscal Assistant Secretary of the Treasury, 
wrote a letter to the Budget Bureau, to Dr. Vining, outlining certain 
accounting improvements which he thought could be made. If your 
committee would like to see that letter—I think it is a very historic 
letter—I would be glad to furnish you a copy of it. 

Mr. Gary. This is a letter to Dr. Vining from Mr. Bartelt. 
Thank you. 

Mr. Maxwetu. That is not the annual report of the joint program. 
It happens to be a compilation which was made for Mr. Bartelt a 
couple of years ago. 

Mr. Gary. Under the circumstances I think it would be well to put 
a copy in the record at this point. 

FEBRUARY 14, 1946. 
To Mr. VINING, Bureau of the Budget: 

This has reference to our recent conversation regarding the economies which 
might be effected in a modernization and streamlining of the disbursing pro- 
cedure of the Federal Government. It is to be understood that it relates only 
to the disbursing functions which are under the jurisdiction of the Treasury 
Department. 

I. PREFACE 


Under the Constitution of the United States no money may be drawn from 
the Treasury except pursuant to appropriations made by law. Under title 31, 
section 147 of the United States Code, the Treasurer is authorized to disburse 
the moneys of the United States only on warrants of the Secretary of the Treas- 
ury, countersigned by the Comptroller General. 

Under title 5, section 255, of the United States Code, all accounts relating 
to receipts and expenditures of the Government (except postal) are required 
to be maintained upon the books of the Division of Bookkeeping and Warrants, 
Treasury Department, and under section 264 of title 31, the Secretary of the 
Treasury is required to make an annual report to the Congress of the receipts 
and expenditures of the Government, classifying the receipts wherever prac- 
ticable according to districts, States, and ports of collection, and the expendi- 
tures under each separate head of appropriation. 

In view of title 31, section 498, of the United States Code, which requires all 
persons to account for public money “according to the appropriation under 
which the same may have been advanced to them,” some amendments of exist- 
ing law may be necessary. Of course, if the disbursing officers of the Division 
of Disbursement were made deputies of the Treasurer of the United States 
(the real disbursing officer of the Government) and the appropriation accounts 
were kept on the books of the Treasurer of the United States, it would be pos- 
sible for the Treasurer to make an accounting by appropriations in conformity 
with this statute and the procedure outlined herein. 


II. PRESENT SYSTEM 


At the present time each appropriation made by the Congress is set up on the 
books of (a) the Division of Bookkeeping and Warrants, Treasury Department, 
(b) General Accounting Office, and (c) the administrative agency to which the 
appropriation is made. (It should be remarked parenthetically that some 
appropriations are combined for administrative convenience.) Funds are requi- 
sitioned from these appropriations by the various departments and advanced to 
the Chief Disbursing Officer, Treasury Department, on accountable warrants for 
the payment of the Government’s bills and payrolls. These accountable war- 
rants, after countersignature by the Comptroller General, are delivered to the 
Treasurer of the United States and represent the Treasurer’s authority to credit 
an equal amount in the checking account of the Chief Disbursing Officer. 








hb or ot Oo 


—— nw Oe, J 











231 


The Division of Disbursement maintains on its books a separate account for 
each appropriation and payments made on vouchers certified by bonded adminis- 
trative officers are charged to these appropriation accounts. The Chief Dis- 
bursing Officer renders a monthly account current to the General Accounting 
Office, charging himself for advances under each appropriation (United States 
Code, title 31, sec. 278), and taking credit for disbursements, a separate balance 
due the United States being stated under each appropriation account. 

Thus, it will be seen, in carrying out this system, appropriation accounts are 
duplicated in several different places, viz, (1) Division of Bookkeeping and 
Warrants, Treasury; (2) Division of Disbursement, Treasury; (3) administra- 
tive agencies of the several departments; and (4) General Accounting Office. 
Further duplications of accounts occur in the various field disbursing offices and 
in the various field administrative offices which are responsible for expenditures 
under the appropriations. 

At this time it is not known how many employees are engaged in maintaining 
these various sets of accounts; nor is there known the amount of administrative 
expenses incurred in connection therewith. It is apparent, however, that sub- 
stantial savings could be effected by elimination of some of the accounting 
duplications, without removing necessary safeguards. 


III. PROPOSAL 


The plan proposed herein is based upon the following principles: 

1, That the central accounts of the Government relating to receipts, 
appropriations, and expenditures should be maintained in the Treasury 
Department, as required by title 5, section 255, of the United States Code; 

2. That the Daily Treasury Statement, the Annual Combined Statement 
of Receipts and Expenditures transmitted to Congress until title 5, section 
264, of the United States Code, and all other overall reports relating to 
receipts, appropriations, and expenditures of the Government as a whole, 
should be taken directly from these accounts ; and 

3. That there should be an independent postaudit by the General Ac- 
counting Office of (@) central Treasury accounts, (b) the documents paid 
by field disbursing offices, and (c) the accounts and records of administra- 
tive agencies. 

The responsibility for (a) erroneous expenditures and/or (b) overdrawing 
of appropriations should rest upon the responsible administrative officers of 
the various departments rather than upon either the Treasury Department or 
the General Accounting Office, the basis therefor being the Certifying Officers’ 
Act of December 29, 1941. 

Thus, it is proposed to eliminate the unnecessary clerical and messenger 
work incident to the preparation and carrying of fund requisitions from the 
departments to the General Accounting Office, to the Treasury, back to the 
General Accounting Office, and back to the Treasury; the maintenance of sepa- 
rate so-called disbursing cash accounts in the various agencies, and all the 
intermediate accounting in connection therewith. 

It is proposed: 

1. That the appropriation warrant which is countersigned by the Comp- 
troller General and which is the basis for making funds available be con- 
tinued as a basis for setting up the appropriation accounts on the central 
books of the Treasury Department ; 

2. That advances to the Chief Disbursing Officer on requisition and 
accountable warrants be discontinued ; 

3. That the Division of Disbursement be authorized to draw checks on the 
Treasurer of the United States solely upon the basis of vouchers certified 
by officers bonded under the act of December 29, 1941; and that the Treas- 
urer of the United States be authorized to pay all checks which are signed 
by duly authorized bonded disbursing officers ; 

4, That separate disbursing accounts and symbols now maintained by 
the Treasurer for the purpose of classifying expenditures in Daily Treasury 
Statements be discontinued, and that such classification be determined 
directly from the appropriation accounts in the Division of Bookkeeping 
and Warrants; and 

5. That certifying officers attached to the various departments be respon- 
-sible under bond for improper certification of vouchers; that disbursing 
officers be responsible only for the drawing of checks in accordance with 
vouchers duly certified; and that the Treasurer of the United States will 
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be responsible only for the payment of checks signed by authorized dis- 
bursing officers. Each officer should be responsible only for his own mis- 
takes, and not for the mistakes of any other officer. If necessary, the 
law should so specify. 

IV. PROCEDURE 


The procedure would work like this: . 

Appropriation accounts would be set up on the books of the Division of 
Bookkeeping and Warrants as at present. Regional disbursing offices of the 
Division of Disbursement would send to the Division of Bookkeeping and War- 
rants daily either the original or a certified copy of their disbursement sched- 
ules. These disbursement schedules, when signed in the Division of Bookkeeping 
and Warrants, would become the warrant for posting to the appropriation 
accounts.” 

The Daily Treasury Statement, the Annual Combined Statement, and all other 
reports of expenditures would be made up directly from these accounts rather 
than resorting to the use of special classification disbursing symbols as is now 
required in connection with the preparation of the Daily Treasury Statement. 

Collections received by disbursing officers would not be deposited in disburs- 
ing accounts. Instead, they would be deposited for credit in a general clearing 
account. A copy of the collection schedules (or perhaps a schedule of deposits) 
would be transmitted to the field representative of the Division of Bookkeep- 
ing and Warrants daily in about the same manner as the handling of dis- 
bursement schedules referred to above. These schedules (or a tabulated listing 
as described in footnote for payments), when signed, would also become war- 
rants and would be the basis for posting the appropriation ledgers where 
appropriations are involved, or other receipt accounts, when applicable. This 
would involve some changes in the present covering-in procedure in the Division 
of Bookkeeping and Warrants which need not be explained here. 


Vv. INDEPENDENT AUDIT 


The detailed audit of disbursement vouchers paid by the regional offices of 
the Division of Disbursement should be made by the General Accounting Office 
in the field, preferably in space adjacent to the disbursing office. There should 
be a “hot” postaudit. As soon as vouchers are paid they should be so stamped 
and passed along with disbursing schedules to the auditors of the General Ac- 
counting Office. If the auditors find errors in appropriation charges, appro- 
priate journal entries or transfer and counterwarrants should be prepared and 
transmitted to the Division of Bookkeeping and Warrants promptly for entry 
in the central appropriation accounts. 

Copies of the disbursement schedules as audited should be sent to the General 
Accounting Office in Washington; and these schedules should be used either 
for spot check or detailed check of the central Treasury appropriation accounts. 
Under this plan, it would not be necessary for the General Accounting Office 
to maintain a detailed set of appropriation accounts. Following accepted 
methods of audit, GAO should audit the central Treasury accounts from which 
the financial statements of the Government are prepared. 

The Division of Bookkeeping and Warrants should establish a general ledger 
for the purpose of giving effect to the various transactions mentioned and this 
ledger would be designed to take in other reorganizations of accounting as fast 
as such reorganizations can take place. The accounting for appropriations is 
only one segment of the accounting problem and the plan suggested herein is 
in harmony with certain fundamental principles which should be extended in 
other directions involving a more effective and more economical accounting 
for receipts, expenditures, and funds. 

I shall be glad to discuss the details of this plan at the convenience of the 
Bureau of the Budget. 

E. F. BaktTett, 
Fiscal Assistant Secretary. 


1In practice it probably would be found desirable for the detailed work of the Division 
of Bookkeeping and Warrants to be decentralized. Certain puncheard and tabulating 
equipment now in disbursing offices would be made available to a field unit of Bookkeeping 
and Warrants adjacent to the disbursing office. Cards would be punched from the dis- 
bursing schedules in the field (in order to obviate the necessity of detail schedules coming 
to Washington), which cards, when tabulated and listed on appropriate forms, would 
become the Treasury warrant for posting to the central books. These warrants would be 
Gomes by related summary cards in order to reduce and facilitate the work in 
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Mr. Maxwe tu. I will outline the way the program is presently 
operating which is substantially the way it has been for some time. 
Each agency has a representative who has been designated as an 
official contact for the joint program. He should have authority to 
initiate the actions mutually agreed upon between the members of the 
steering committees and the agency. : 

The steering committee is made of a technical (te, Sa se 
the General Accounting Office, the Treasury, and the Bureau of the 
Budget. The representative for the Bureau of the Budget is the 
Chief of the Office of Accounting ; the General Accounting Office rep- 
resentative is the Assistant Director of the Accounting and Auditing 
Policy Staff, and the Treasury representative is the Technical Assist- 
ant to the Fiscal Assistant Secretary. 

This group considers places where studies might be fruitful; that 
is, where improvements could be made. They meet on an average of 
once a week to discuss the ——— to follow up on the projects being 
currently processed, and they recommend to the Policy Review Com- 
mittee any actions which they might think should be taken after these 
surveys and studies have been made. 

Mr. Gary. My recollection is, Mr. Maxwell, that the first Hoover 
Commission recommended an accounting department with a single 
head and there was some suggestion—I do not remember whether it 
was the recommendation of the Hoover Commission; I think they 
probably divided on that issue—that he should be a Cabinet officer. 

Mr. Maxwe tu. That is substantially right—they recommended an 
Accountant General 

Mr. Gary. The Congress, rather than adopting the Hoover Com- 
mission report, followed the recommendation of the departments and 
passed the General Accounting Act, which set up this joint accounting 
program with responsibility in the three departments: the Treasury, 
the Budget, and the General Accounting Office. The idea was that 
they, working together, would undertake to improve the accounting 
systems of the entire Government. 

Mr. Maxwe.u. Yes, that is right. They endorsed the joint account- 
ing program in section 111 of the Budget Accounting Procedures 
Act of 1950. They also included in that act authority to make a 
number of specific improvements for which we felt legislation was 
necessary, or at least desirable. 

The Treasury has been in the picture since the beginning and is 
represented on the Review Policy Committee. Its membership con- 
sists of the Assistant Director of the Bureau of the Budget, the Direc- 
tor of the Accounting and Audit Policy Staff of GAO, and the Fiscal 
Assistant Secretary. This group considers what the technical group 
has worked out and in turn they make recommendations to the top 
echelon, which is the Secretary of the Treasury, the Comptroller 
General, and the Director of the Bureau of the Budget, who finally 
approve any change. 

Under this act that you mentioned, Mr. Chairman, the Secretary 
of the Treasury and Comptroller General are authorized to waive 
certain provisions of law with respect to use of warrants which they 
felt were no longer necessary. We might go back a little further. 
Going back to 1789 some of our accounting procedures were adopted 
from the old colonial days and those in turn were adopted from the 
British. Some of the warrants that we were using 10 or 15 years 
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ago had been discontinued by the British a hundred years ago. Mr. 
Bartelt recommended we discontinue many of these operations which 
were felt no longer necessary; that we had other means of protecting 
the interests of the Government. As a result of the provisions in the 
law of 1950, the three heads of the three agencies agreed to discontinue 
certain warrants, such as advancing funds to disbursing officers and 
the use of settlement warrants. This action greatly simplified our 
procedures. In settlement of claims for example, the agency had to 
get the claim from an individual. It was then sent over to the GAO 
for settlement. They issued a settlement certificate, sent it back to the 
Treasury. The Treasury listed it on what we call a settlement war- 
rant, sent it back to the Comptroller General for countersignature. 
The Comptroller General then sent it back to us for payment. 

That is all eliminated now. The agency itself is making the settle- 
ments, with few exceptions. All they do is draw a voucher and send 
it to the disbursing officer for payment—one operation instead of 
shifting back and forth as was done previously. The exceptions relate 
to doubtful cases which are still sent to the Pemreaior eneral. 

About 2 years ago, about the time Mr. Cake retired, the representa- 
tion from the Bureau of Accounts was placed in the Fiscal Assistant 
Secretary’s office and other changes have been made, so that as far as 
the Bureau of Accounts is now concerned, we furnish staff only to help 
out on the joint program. 

The procedures in the accounting areas which were originally out- 
lined as needing study and which gave rise to the joint accounting 
program have been pretty well covered. There have been significant 
changes in procedures and substantial savings. About 2 years ago, 
1 suppose due partly to the second Hoover Commission recommenda- 
tions and perhaps the fact that the initial projects had been about 
completed, the scope of the program was enlarged to include not only 
accounting but the whole field of financial management. 

Another committee was established at that time in the Defense De- 
partment called the Committee on Defense Participation in the Joint 
Accounting and Improvement Program. Two of the members of 
that Committee are the same as on the regular Technical Committee 
of the Joint Accounting Program, that is, the representatives of the 
Bureau of the Budget and the Treasury. The GAO member of this 
committee is the Director of the Defense Accounting and Auditing 
Division, while the Deputy Controller of the Department of Defense 
represents that Department. Their work is similar to the other 
technical committee; that is, to start studies where they think it would 
be feasible and to review reports of the studies and make recommenda- 
tions for improvements. 

The Bureau of Accounts was informally invited to participate in 
this Committee’s work by having our staff work with their study 
groups. But since we have only about 10 employees, including our 
supervisory and clerical and stenographic personnel on our systems 
staff, we did not think we would be able to give technical assistance 
to all Government agencies. We have a representative sit in those 
meetings only when a subject is coming up which is of primary interest 
to the Treasury or Bureau of Accounts, such as financial reports or 
accounting matters which are to be integrated with the Treasury 
accounts. 
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Mr. Gary. You mean, you are no longer attempting to get the vari- 
ous Government agencies to install modern accounting programs? 

Mr. Maxwewu. As far as the Bureau of Accounts, we only have 
staff function; that is, the Bureau of Accounts only furnishes staff. 
However, the purpose of the committees is still to encourage and 
assist agencies to improve their accounting and financial reporting 
and any other fiscal management matters. 

I cannot tell you too much about what the Defense committee has 
been doing because we have not been working with it very much. But 
the regular Committee has been having frequent meetings with the 
civil agencies to determine whether they are following or installing 
the procedures provided and required by Public Law 863. That law 
provided for certain fiscal improvements such as coordinating the 
accounting with budgeting, coordinating the budget classifications 
with the organization, reducing the number of allotments, and setting 
up accrual accounting, including inventories, 

That is essentially what Public Law 863 provided for. The regular 
steering committee is following up in all civil agencies, and I pre- 
sume the Defense committee is also trying to accomplish the same 
purpose as well as other improvements. 

Mr. Gary. I hope the Committee on Defense will be influenced by 
the other groups to keep records and compile statistics so that they 
can give Congress a little information at times rather than extend 
its influence over to the non-Defense areas and have everything classi- 
fied. Everything I have seen in the Department of Defense is classi- 
fied, and you cannot get any information out of them as to how 
they are spending. I hope this will open up channels to Congress to 
find out what is going on in the Department of Defense. 

Mr. Maxwewi. We have had some problems getting information 
from Defense, information for our fiscal reports. Mr. Elson, head 
of our division handling our financial reports, if you like, can tell you 
about that. They have been cooperative with us in furnishing data. 

Mr. Gary. I have had very little experience with Defense except 
in the foreign aid program, and if you can get satisfactory informa- 
tion from them, it is better than we can do. 


TENTH ANNUAL REPORT 


It might be well to insert at this point in the record the portion of 
the 10th Annual Report of the Joint Program to Improve Accounting 
in the Federal Government relating to the Treasury Department, 
which is pages 118 through 124. 

(The information referred to follows :) 


TREASURY DEPARTMENT 


The Department continued to work toward improvement of financial manage- 
ment throughout the Department in line with the requirements of Public Law 
863, and the joint accounting improvement program. 

(a) Accrual accounting—Progress continued toward the objectives of Public 
Law 863, approved August 1, 1956, and Budget Bureau Bulletin No. 57-5 relating 
to establishment of accounting on the accrual basis. 

Following receipt in November 1957 of principles and standards for accrual 
accounting issued by the General Accounting Office, a review was made of the 
status of the program and what further action needed to be taken. As a result, 
Treasury Department Circular 987 containing basic departmental requirements 
under the program for establishing accrual accounting was revised under date of 
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March 19, 1958. Previous requirements for accounting techniques which would 
enable determination at least at the fiscal year’s end of accrued expenditures 
were broadened in the revision which in addition requires establishment of mone- 
tary property accounting as an integral part of each bureau’s accounting system. 

In recognition of the practical philosophy underlying the objectives of the 
program, continuous maintenance of formal accounts on the accrual basis is not 
required in bureaus where there is little difference between the amount of goods 
and services ordered, received, and used in an accounting period. Rather the 
accounts are to be maintained so that financial reports can be presented on an 
accrual basis at significant reporting dates and at the close of each fiscal year 
beginning with the fiscal year 1958. 

While all bureaus were able to comply with basic requirements as of June 30, 
1958, further consideration will be given to refinements in certain areas including 
property accounting. 

(b) Allotments and classifications——In previous years bureaus of the Treas- 
ury took steps to simplify allotments, and establish account classifications in line 
with budget classifications and organization structure. Practices followed were 
reviewed in the fiscal year 1958 and certain limited improvements may be feas- 
ible. The matter will be given further attention from time to time. 

(c) Accounting manuals.—Tied in with the development of accrual account- 
ing, there is need for new or revised accounting manuals to be submitted to the 
Comptroller General for approval. Several bureaus have indicated manuals will 
be submitted during the fiscal year 1959. 

(d) Administrative control systems.—In view of the provisions of Public 
Law 863, a project has been activated to determine what revision of Treasury 
Department Circular 880 relating to administrative control of funds would be 
necessary or desirable. 


Bureau of Accounts 


Improved check preparation processes.—In fiscal year 1958 high-speed elec- 
tronic checkwriting machines were installed in the Chicago, Philadelphia, and 
New York regional disbursing offices. Substantial savings are expected through 
the use of this equipment by reducing file maintenance costs and eliminating 
the separate operation required for preparation of check issue lists. 

The claim or payee account number punching procedure, utilized in tne elec- 
tronic process, was extended to several other regional offices using tabulating 
cards or addressograph plates as checkwriting media. This action has eliminated 
the necessity for preparing bookruns as supporting documents for certified 
voucher schedules. 

The development and installation of machines which combine check signing 
and microfilming has resulted in annual savings of approximately $50,000 
through the elimination of separate check-signing functions. 

Use of punched card U.S. savings bonds.—With the adoption of the new 
punched card type of U.S. savings bond by the Bureau of the Public Debt in 
October 1957, the Bureau of Accounts has been able to effect savings of about 
$39,000 annually in the issuance of savings bonds to Government employees under 
payroll savings plans. 

Other improvements relating to disbursements.—Other improvements included 
(1) reaching an agreement with the Social Security Administration to submit 
scheduled payments in two groups, those for which the initial and recurring 
payments are different, and those for which the payments are the same, to 
reduce addressograph plate and card handling in the regional disbursing offices: 
(2) eliminating (a) documentation to effect transfers of funds between accounts 
for substitute check claims and (6) prescribed forms to be executed by claimants 
where previous correpsondence from the claimants fully supports the substitute 
check actions, both resulting in annual savings of some $36,000; and (3) simplify- 
ing procedures for verifying income tax refund checks by the substitution of 
automatic machine control methods for visual comparison of individual items, 
resulting in recurring annual savings of approximately $62,000. 

Accrual accounting.—The Bureau established monetary administrative ac- 
counts for expendable and nonexpendable property owned. The Bureau does 
not hold title to any real property. Accounts showing accrued annual leave 
were also established. 

Other improvements made during the year—Other improvements included 
(1) issuance of a “Manual of Operating Procedure for Regional Office Admin- 
istrative Accounting and Reporting” which will be submitted to the Comptroller 
General for approval; (2) simplification of accounting procedures relating to 
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foreign claims, claims for the proceeds of canceled checks, investments, and 
uncurrent and substitute checks; and (3) reporting of deposits confirmed by 
the Treasurer of the United States on a more current basis so that the audit 
of deposits in transit can be performed at the earliest date and discrepancies 
can be investigated more promptly. 


Bureau of the Public Debt 


Accounting for Public Debt transactions.—The conversion of public debt se- 
curities accounts to a punched card system, integrated with the cash accounts, 
was substantially completed during the year. Some of the savings bond pro- 
cedures were still in the testing phase at June 30, 1958, and are expected to 
be completed during fiscal year 1959. 

Electronic data processing.—Hlectronic data-processing techniques were in- 
stituted at the Public Debt Office in Parkersburg, W. Va., for application to op- 
erations involving the issuance, servicing, and retirement of the punched card 
series E savings bonds. Information from the bond registration stubs and 
ecard bonds is being converted to magnetic tape for ultimate merger into alpha- 
betical and numerical files. The electronic equipment will be further utilized 
to (1) develop accounting and classification reports of all sales and retirement 
transactions and trial balances of registers to prove accuracy with related ac- 
counts; (2) establish and maintain serial number registers of bonds issued 
and retired and an alphabetical index of bond owners; and (3) prepare dis- 
erepancy listings of registration stubs and retired bonds for audit purposes. 

Accrual accownting—The Bureau developed and established on July 1, 1958, 
a full set of general ledger accounts on an accrual basis. These accounts were 
designed and coded in accordance with standards and principles contained in 
title 2 of the “General Accounting Office Policy and Procedures Manual.” 

Property accounting —The monetary property control system, installed in 
bureau offices in 1957, is being extended to include nonexpendable property held 
by Federal Reserve banks for the account of the Bureau. A manual and cata- 
log containing provisions for controlling, pricing, and inventorying supplies for 
the Washington office was issued during the year. 

Other improvements made during the year.—Other improvements included (1) 
adopting procedures for microfilming bonds which have been in the undeliverable 
savings bond file for 3 years and destroying the bonds, thereby reducing the file 
from 78,000 to 6,000 pieces (replacement bonds are issued after satisfactory proof 
of ownership is established) ; and (2) simplifying the procedure for accounting 
and reporting erroneous redemptions by handling these transactions in the same 
manner as other transactions and reporting them in the daily and monthly 
reports, thereby eliminating adjustment warrants. 


Office of the Treasurer of the United States 


Application of electronic equipment to the payment and reconciliation of Gov- 
ernment checks.—The program to centralize the payment and reconciliation of 
all checks drawn on the Treasurer of the United States was completed during 
fiscal year 1958. Through the use of electronic equipment, about 356 million 
checks were processed during fiscal year 1958. 

Accrual and property accounting.—The accrual concept of accounting has been 
adopted, under which the accounts are converted, by the inventory method, to 
an accrued expenditure basis at the close of each fiscal year. Monetary accounts 
for nonexpendable property were established in the general ledger during fiscal 
year 1958. The accounts are supported by detail inventory cards according to. 
operating function. 

Other improvements in accounting operations.—1. The maintenance of detailed 
accounts relating to public debt transactions was discontinued. Summary 
accounts are now being maintained for cash information, while the Bureau of 
the Public Debt continues to maintain the detail accounts. 

2. Postal money orders received for deposit are now being forwarded to the 
Richmond Federal Reserve Bank for credit and collection. This has eliminated 
the detail handling by the Office of the Treasurer of about 30,000 money orders 
each month. 

8. The Office of the Treasurer now reviews claims for and authorizes the issu- 
ance of substitute checks. The Bureau of Accounts performed this function 
prior to January 1, 1958. In connection with this change, the necessity for 
transferring funds from one disbursing account to another was eliminated. 

4. Improved procedures were adopted for clearing Federal Reserve bank 
transcripts. These procedures eliminated the heavy pressure connected with 
36439—59 16 
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Tuesday clearances which often delayed balancing and reporting in the check 
payment and reconciliation function. 

5. Specially designed equipment was installed for consolidating several steps 
followed in proving and classifying transactions in the Treasurer’s account. 


Bureau of Customs 


Improvements in customs accounting during the fiscal year include (1) estab- 
lishing formal general ledger and subsidiary accounts for land, buildings, and 
equipment; (2) placing the accounting for the Bureau’s administrative appro- 
priation on an accrual basis with respect to expenditures and reimbursements ; 
(3) expanding the use of imprest funds, and (4) formulating plans for the 
simplification of mail entry procedures with the cooperation of the Post Office 
Department. Under the proposed mail entry procedure, each postal regional 
controller will issue one check to the collector of customs at New York at the 
end of each 4-week accounting period to cover the total collections for the region, 
in lieu of daily remittances by postmasters to each port of entry. The post- 
masters will be relieved of the issuance of approximately 500,000 remittance 
checks and the collectors of customs of issuance of a like number of receipts 
therefor. At the same time, adequate accounting control is provided over in- 
formal mail entries. The system also provides a method for accruing income on 
the mail entries and furnishes actual accounting control over amounts due and 
collections made. 


Bureau of Engraving and Printing 


The program of developing integrated operational and accounting manuals 
for production divisions was continued and special emphasis was placed on pro- 
viding latitude for frequent operational changes occasioned by a continuing 
modernization program. Considerable effort was expended in the study of exist- 
ing methods and division of work, the development of revised procedures to sim- 
plify recordkeeping and to improve internal control, and in the training of per- 
sonnel in the new methods of accounting and control. 

A study of potential uses of automatic data-processing equipment in Bureau 
operations resulted in the establishment of overall objectives and it was planned 
that conversion to machine methods would be accomplished in two separate 
phases. 

Changes were made in the method of costing inks manufactured in an attempt 
to facilitate cost analysis. The new system relates costs to an individual 
formula rather than to broad groups of formulas, as heretofore, which enables 
better control over cost and quality variations. The inventories of inks on 
hand at June 30, 1958, were priced and future costing will be performed by 
the new method. 


Internal Revenue Service 


Administrative accounting—During the fiscal year 1958 procedures were 
established to record property values in the general ledger. Nonexpendable 
property is recorded at estimated cost based on replacement value, with a 
periodic adjustment for acquisitions and disposals. Depreciation to a reasonable 
estimated value of the equipment on hand, based upon condition classification, 
is also recorded in the general ledger. Expendable property is recorded on the 
basis of fiscal yearend inventories. 

Payroll operations for the Atlanta, Boston, Cincinnati, New York, and Phila- 
delphia regions and the national office were centralized on existing electronic 
equipment at the Northeast Service Center, Lawrence, Mass., during the fiscal 
year 1958. Personnel analysis reporting, yearend reports, and analyses of 
personnel on the rolls were also handled in the service center from the pay and 
master records. 

In addition, payroll operations in the Northeast Service Center were com- 
pletely reprogramed and tested, in anticipation of the change from an electronic 
calculator to a magnetic drum data-processing machine shortly after the be- 
ginning of the fiscal year 1959. This project is directed toward improving the 
overall financial management and reporting. 

The program of procedural surveys of regional fiscal management branches, 
begun during the fiscal year 1957, was completed in March 1958. The surveys 
resulted in savings of approximately 9 man-years, and a series of followup visits 
is being planned for the fiscal year 1959. 

Revenue accounting.—Weekly assessment and billing cycles adopted for service 
center operations have simplified the reciprocal accounting relationships with 
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district offices and strengthened internal controls. Agreement reached with the 
Disbursing Office permits listing up to 20,000 accounts on one refund schedule. 

The “Revenue Accounting Manual” is being redrafted to handbook style with a 
format which will permit more extensive use of the detailed instructions by 
operating personnel in district offices. The revised manual will include new 
instructions on undelivered refund checks resulting from General Regulations 
No. 136, the use of combined journal and abstract forms, and a reduction in the 
number of general ledger accounts. This manual will be submitted to the 
Comptroller General for approval after it is rewritten and field tested. 
Bureau of Narcotics 

A comprehensive analysis of all fiscal and accounting operations was per- 
formed at Bureau headquarters and field locations which resulted in the fol- 
lowing improvements: (1) Revision of the general ledger to correspond with 
recommended chart of accounts; (2) redistribution of workload to realize a 
more effective utilization of manpower and to eliminate a backlog of unpaid 
bills and posting media; (8) discontinuance of an obligation register which 
duplicatgd information contained in other accounting records; (4) elimination 
of various minor object classifications that produced limited information to 
management; (5) revision of field office obligating procedures and accounting 
controls to eliminate unnecessary adjusting documents and thereby decrease 
the workload in headquarters; (6) establishment of accounting records on an 
accrued expenditure basis for fiscal year 1958; and (7) establishment of mone- 
tary property accounts in the general ledger effective June 30, 1958. 


U.S. Coast Guard 

A study of the Comptroller organization, accounting methods, and related 
financial management functions at the Coast Guard Academy was conducted 
during the fiscal year. This study resulted in improvements in staffing of the 
Coast Guard Academy Comptroller Division, development of accounting in- 
structions, and the transfer of the manual pay record system for cadet accounts 
to an electric accounting machine. 

The Coast Guard also adopted a career development program for accountants. 
The program is designed to attract young college graduates and to provide them 
with a'maximum of diversified training to further their professional develop- 
ment and usefulness in the Coast Guard. It has been implemented by establish- 
ing a limited number of trainee positions to be filled with recent college and 
university graduates. 


U.S. Secret Service 

The accountability procedure for handling contraband property installed ef- 
fective July 1, 1957, makes use of a serially numbered contraband receipt form, 
subject to strict accountability, to provide a means of assuring that contraband 
surrendered in the field offices reaches proper administrative channels for dis- 
position. A further strengthening of control over contraband was concurrently 
adopted in headquarters by providing for a distinct separation of actual custody 
over contraband from the maintenance of inventory records. Under the exist- 
ing accounting system, which includes accounts for property, accrual informa- 
tion can be developed periodically for important reporting dates. 

Mr. Maxwe tu. If you like, we have a statement similar to the one 
we handed you last year for the use of the committee covering the de- 
velopments in the Treasury Department, which is perhaps in more 
detail than the joint report. That includes the information for each 
bureau of the Treasury Department. 

Mr. Gary. Thank you, Mr. Maxwell. 


ELECTR( NIC MACHINES 


Mr. Canrietp. Mr. Maxwell, when the chairman asked you ques- 
tions about the electronic checkwriting machines, you very properly 
deferred to Mr. Cannon, and he told us that they were being obtained 
on a rental basis. 

Mr. Maxwetu. That is right. 
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Mr. Canrtetp. Are these all IBM machines? 
Mr. Maxwe t. No, sir. The ones we are installing now in the Divi- 
sion of Disbursement are Burroughs electronic machines. However, 
equipment we expect to put into the Veterans’ operation may be IBM 
machines; several are under consideration. Is that right, Mr. Cannon? 

Mr. Cannon. We have several under consideration now for this 
Veterans’ payment operation, one of which is IBM; but we are also 
considering—if you want to put names of companies in the record, 
I can give them to you—we are considering Honeywell’s Datamatic 
machine, and equipment manufactured by Addressograph-Multi- 
graph Corp., Remington Rand Corp., National Data Processing Co., 
Anelex Corp., and Shepard Laboratory, Inc. We are also consider- 
ing Stromberg-Carlson and General Electric equipment, which may 
be a little premature at this point because it is based upon the use of 
a paper check using magnetic character recognition instead of the 
punched holes in the check, for which the banks will not be ready for 
2 years or more. 

Mr. Canrietp. The only reason I mentioned the name of the com- 
pany was because that was the only company name mentioned in prior 
testimony. My purpose in following this question is to ascertain 
whether it is a requirement of these companies or a policy on your 
part to have these machines used on a rental basis. 

Mr. Maxwetu. No, sir. 

Mr. Canrievb. By that I mean wholly. 

Mr. Maxwe tt. The last few years, I understand after some action 
by the Department of Justice, they now have offered the equipment 
for purchase if we so desire. However, we made a survey both in 
the Division of Disbursement and Central Accounts where we utilize 
some of their equipment. We felt that the rapid change and the 
improvements in machines would probably make it not desirable to 
purchase machines at this time. Once we purchase machines, we are 
precluded from getting advantages of later developments which are 
coming fast now. 

The first electronic machines could only be used for a very large 
volume of items. I understand now manufacturers are producing 
machines which will be profitable at smaller volumes. 

Mr. Canrtetp. That is understandable. Are these machines leased 
to you on a long-term basis? 

Mr. Cannon. One year with option of cancellation after 30- to 60- 
day notice, depending on the manufacturer. 


ACCRUED EXPENDITURES 


Mr. Canrietp. Mr. Maxwell, what impact on your accounting pro- 
cedures has there been as a result of the new Accrued Expenditures 
Act, familiarly known as H.R. 8002, which, of course, is the number 
of the House bill? What effect has that legislation had on your 
procedures ? 

Mr. Maxwe i. As far as the accounting generally, and as far as 
integration with central accounts, it has had little effect on the Treas- 
ury accounts. Perhaps I should go back into the history to tie it into 
the accounting. 

Mr. Canfield, this law was the result of certain findings and recom- 
mendations of the Hoover Commission. In its surveys and conclu- 
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sions the Hoover Commission found that there was no direct and effec- 
tive control over the annual budget and surplus or deficit. 

They also said that the concept of controlling obligations incurred 
is ineffective from the standpoint of controlling the Federal Govern- 
ment’s expenditures. By this they meant that the budget deficit or 
surplus is computed on the basis of the cash transactions. In other 
words, taking the general fund, cash received and cash paid, the differ- 
ence is the surplus or deficit. 

Appropriations, on the other hand, are made on the basis of obliga- 
tions. So an obligation may be incurred in one year and the related 
services and payments made in subsequent years. There is always 
that carryover. 

Apparently what the Hoover Commission was after was to close 
that gap if possible. They recommended, in their recommendation 
No. 7 under “Budget and accounting,” that the executive budget and 
congressional appropriations be in terms of estimated annual accrued 
expenditures, that is, charges for cost of goods and services estimated 
to be received. 

As you know, there were a lot of questions about the advantages or 
disadvantages. Certain statements were made that this would save 
considerable sums; also certain agencies would require contract au- 
thorization. For many agencies the obligations and accrual expendi- 
tures are substantially the same. For example, for personal services, 
travel, rents, and similar items, the dollar amount is the same whether 
they are called “Obligations” or “Accrued expenditures.” 

But it is in those agencies that have large purchases of equipment 
and supplies and construction which must be given a long lead time, 
that there might be a problem. 

Actually, the way the act was finally passed, it was sort of a com- 
promise. Instead of adopting the Hoover recommendation, the law 
finally was passed with a provision that the President could put a 
limitation on accrued expenditures in addition to the regular obliga- 
tion limitation. Appropriations have been for years on an obligation 
—_ Now the President can add an additional limitation on expen- 
ditures. 

As a result of that, the President has selected certain organizations 
which have good accounting systems on an accrual basis, and desig- 
nated them to experiment to see whether or not the anticipated advan- 
tages will materialize. 

The only instance in the Treasury that I recall—for the Coast 
Guard—has the President through the Budget Bureau proposed the 
establishment of a limitation on their accrued expenditures. That will 
mean for them that at certain times in the year, probably toward the 
close of the fiscal year, they will have to establish controls to be certain 
that none of their accrued expenditures exceed that limitation. 

This law expires on April 1, 1962. So obviously it was meant to be 
a temporary or experimental provision to see whether or not the 
expected advantages will be realized. 
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SUPPLEMENTAL BUDGET TO COVER INCREASE IN DEPOSITARY RECEIPTS 


Mr. Canrietp. Mr. Maxwell, you tell us today that the number of 
depositary receipts by the banks under the current act of June 3, 1943, 
has progressively increased each year. You tell us further the Inter- 
nal Revenue Service, due to increased enforcement activities, will 
expect that about 22,000 formerly delinquent taxpayers will be on a 
current basis in fiscal 1959, which will result in an increase of about 
175,000 additional receipts. 

Does that increased workload indicated in your presentation mean 
that you may be asking for additional supplementary appropriations? 

Mr. Maxwe tu. Yes, Mr. Canfield; we have now at the Budget Bu- 
reau a request for a supplemental this year which includes not only 
an amount for salary and postage increases due to the two legislative 
acts on those two subjects, but an additional amount for cost of that 
increased volume of depositary receipts. 


BILLING AND COLLECTING FROM FOREIGN GOVERNMENTS 


Mr. CanFieLp. Here is an old perennial, billing and collecting from 
foreign governments. 

Mr. Gary. If the gentleman will yield, I believe it would be appro- 
priate to include this table in the record at this point. 

(The table referred to follows :) 
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Mr. CanrFteLp. Pursuant to agreements with foreign governments, 
an amount in excess of $2 billion remains due the U.S. Government 
for lend-lease and surplus property. Tell us about that picture. 

Mr. Maxwe.u. We have a figure for December 31. This state- 
ment shows on December 31 we had billed for lend-lease and surplus 
property under agreements to foreign governments $4,930 million, 
which represents an increase of $38 million over the amount billed 
the same time last year. This increased amount represents interest 
billed to the foreign governments shown in the statement. 

We have received during the past year in cash from those govern- 
ments $123 million in U.S. dollars and $73 million in foreign cur- 
rencies. That leaves a balance due from these governments of $1,850,- 
723,000. Some of that is past due—about $83 million is past due. 
This table gives the detailed figures on those items. 

Mr. CanrFtetp. This is the table that usually appears in the record ? 

Mr. Maxwe tw. Yes, sir. 

Mr. Canrtevp. Does this table indicate the defaulting countries 
and amounts involved ? 

Mr. Maxwe tt. Yes, sir; the amount due from each government and 
the amount past due and payable at the present time. 

Mr. Canrretp. What is the largest outstanding amount ? 

Mr. Maxwetu. The largest outstanding amount is for France, 
$567 million; that is the overall amount still due from them. The 
largest amount overdue is from China, $45 million. 

Mr. Canrietp. What about the Union of Soviet Socialist Re- 
publics? 

Mr. Maxwetu. They have $22 million overdue, and that is caused 
principally by a difference of opinion as to what they owe. The 
State Department has never been able to iron out and arrange for 
a final agreement with the Union of Soviet Socialist Republics. 

At the end of the war there were certain items in the so-called pipe- 
line, which meant that lend-lease articles were being delivered cur- 
rently to the Russians. At the end of the war, there was an agree- 
ment that they would pay cash for such items. But for some reason 
it has been stated, we were unable to deliver all the items which were 
in process, and the Russians said that caused them some damages, so 
that every year they deduct an amount from our billings. 

Consequently, their amount overdue is building up every year. 
However, they do pay something. They paid last year $9,340,000. 

Mr. Canrietp. Some of these accounts under the old lend-lease pro- 
gram were written off ; were they not? 

Mr. Maxwetu. Yes, sir. Under the final agreements with the coun- 
tries, part of the cost of lend-lease articles was considered as being 
part of the common military effort and was written off. In most 
cases, the amount payable for which we make the billings was de- 
termined by a final agreement with the foreign governments. 

Mr. Canrtevp. That is all for now. 


SUMMARY OF FUNCTIONS OF THE BUREAU OF ACCOUNTS 


Mr. Arexanper. Mr. Maxwell, I have had as a new member of this 
committee a little difficulty keeping in mind exactly what your duties 
and responsibilities and sphere of work cover. 





246 





Would you briefly and as simply as you can explain exactly what 
you cover ? 

Mr. Maxwe.u. We have a great variety of fiscal operations to han- 
dle. I might mention them by divisions. The biggest is the Di- 
vision of Disbursement, whose job is to write checks for all civilian 
establishments of the Government and also process savings bonds. 
Those are their two main functions. 

We have our Division of Central Accounts, whose job is to keep the 
appropriation accounts for the entire Government. We are also re- 
quired by law to make a report to Congress at the beginning of each 
session on what was expended from each appropriation, what was 
reimbursed to it, and what was paid, and the balance. We also fur- 
nish information on receipts, which is also required by the same law, 
the act of July 31, 1894. This Division also under our present ac- 
counting procedure verifies the deposits made by Government offices to 
ascertain that they are credited properly to the account of the Treas- 
ury of the United States. 

Then we have the Division of Central Reports. Mr. Elson here is 
head of that Division. Their job is taking information from our 
Central Accounts, and other sources compiling it, and placing it into 
shape for reporting to Congress or others who are interested. We 
also make up the annual report to the Secretary of the Treasury and 
we make up reports required by certain acts for the President or 
Congress, depending on the law. In other words, it is the central 
financing reporting function. 

Then we have our Division of Investments and Deposits. That 
Division has all kinds of functions; quite a miscellaneous group. In 
our Investments Branch of that organization we make investments 
for various trust funds. We make loans, all covered by specific laws: 
we make loans to various Government entities, such as the Rural 
Electrification Administration or to certain Government corporations. 
We collect from them when they pay us back on their loans. We also 
do the billing and collecting from foreign countries for lend-lease and 
surplus property agreements. 

This Division also has the Surety Bond Section that approves for 
the Secretary certain surety bonds which are taken by Government 
organizations to protect the Government’s interest, such as contract 
bonds or fidelity bonds, and also examines the financial status of the 
surety companies to assure that any Government agency which takes 
a bond with them will be insured by a solvent company. 

Then we have the Depositary Branch, which gives general super- 
vision to the depositaries which have been designated by the Treasury 
to handle Government business. These depositaries are authorized to 
receive collections from Government officers, to transmit funds by 
drafts, in some cases to make certain payments, furnish cash for pay- 
rolls, that sort of thing. We also have facilities at military posts 
where we provide for that same sort of service to the military. We 
have facilities overseas as well as in the United States. 

We have two staff divisions, one is our internal auditing staff, which 
has two functions, one for auditing our own operations, the second to 
assist the other bureaus of the Treasury Department in establishing 
and maintaining their own internal audit. 
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Our accounting systems staff is the one we referred to earlier in con- 
nection with the joint program. We have a staff of 10 people some of 
whom assist on the joint program. That staff also has the responsi- 
bility for implementing any laws or regulations, and writing regula- 
tions, involving accounting matters applicable to the Treasury as a 
whole. It also handles other matters, such as the agreements with 
States on withholding of taxes for Federal employees where the State 
has withholding tax laws, and numerous staff jobs of that kind. 

Does that cover your point? 

Mr. ALExANpeR. It certainly makes it more definite in my mind 
just exactly what you do. 


ELECTRONIC MACHINES 


I believe in testimony last year it was stated that you hoped to have 
your electronic equipment in your Department all modernized and 
up to date by 1960. Is that going along according to plan? 

Mr. Maxwe tt. That is correct. That is the additional acquisition 
or rental of these electronic machines which we propose to have finally 
installed by 1960 in our Division of Disbursement. I refer to the 
program we started a couple of years ago. However, this new vet- 
erans’ program may change some of our plans on how we want to 
handle some of the payments where we originally anticipated install- 
ing these Burroughs machines. 

Mr. Atexanper. Do you purchase or rent the electronic machines? 

Mr. Maxwe tt. They are ona rental basis. 

Mr. Atexanper. Is there any competition in the bids for the fur- 
nishing of these machines? 

Mr. Maxwet. Initially there was only one machine on the market 
which could do our job. However, as other companies improve and 
perfect. their machines, there are more on the market. As Mr. Can- 
non indicated, in connection with the veterans’ payments, we have 
considered and are considering quite a number of different machines, 
but the number of different types of machines which we could use in 
the past has been very limited. 

Mr. Atexanper. How much do you pay out for rental of electronic 
machines for your entire operation in a year? 

Mr. Maxwetu. I would have to ask Mr. Cannon to answer that if 
you don’t mind. 

Mr. Cannon. Rental over and above our ordinary machine rental 
for electronic machines for the fiscal year 1959 would be $293,075. 

Mr. Atexanper. How much is your ordinary rental for your other 
machines? The other machines are the older models you have had for 
years ? 
~ Mr. Cannon. We have used tabulating machines for a good many 
years. The total rental for 1959 is $770,301, which includes the figure 
I just gave of $293,075. 

Mr. Atexanper. It would be about a million dollars in all? 

Mr. Cannon. No, sir. It would be about $480,000 for the other 
equipment. The figure was $293,075 for electronic equipment. 

Mr. Atexanper. I thought you said just before that it would be 
seven hundred-some-odd million—— 

Mr. Cannon. That is the total for 1959, which includes the $293,075 
rental paid on the special electronic machines. 
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Mr. Gary. Will the gentleman yield? 

Mr. ALEXANDER. Yes. 

Mr. Gary. Does not each electronic machine have to be geared to 
the particular job it is doing? 

Mr. Cannon. Yes, sir, each machine is built to do a specific job. 
Some machines will punch the checks only, some machines will tab- 
ulate checks, some will print the check. Each machine is geared to a 
particular job. 

Mr. Gary. I mean by that, It is geared to your particular job? They 
cannot manufacture these machines as general machines, but they 
have to have each machine geared to the particular job for which it is 
leased to a large extent; is that right? 

Mr. Cannon. The Burroughs Co. has taken a standard machine, 
and with certain modifications they have adapted that machine so that 
we can use it to print the check and to also make the voucher. It will 
tabulate and make the voucher and at the same time in another section 
of the machine it will print a check. 

The more recent developments, which are expected to be available, 
will be a further modification which will enable the check to be 
punched in the same operation in which the check is printed and 
listed. 

Mr. Avexanoer. Is there any thought being given to comparisons 
of purchase of these machines as against rental? 

Mr. Maxwetu. We have not done that on these new machines we 
are renting now, but we have done so for IBM equipment in the 
past. We found the companies have set the purchase price pretty 
close because we found the rental cost would be not too far off from 
the depreciation and maintenance costs if we bought the machines. 
Furthermore, we felt that if we bought the machines, we would have 
to service them and we would have to pay for the repairs. Also, we 
felt that these machines can become obsolete so fast that if we bought 
the machines, the obsolescence would probably throw us on the red 
side rather than make a profit from purchasing. 

Mr. ALexanper. That is all. 
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SALARIES AND EXPENSES 
Program and financing 




































































1958 actual | 1959 estimate | 1960 estimate 
Program by activities: 
1. Processing deposits of withheld taxpayments.. ..--.....- $1, 080, 371 $1, 104, 194 $1, 257, 967 
2. Financial reporting and maintenance of the Govern- 
SP eas 1, 472, 281 1, 542, 099 1, 547, 273 
3. Accounting and reporting development and internal 
NN cad Sid it co sttode ss hgteldacmmadcaasd sudtanead 195, 795 208, 376 209, 140 
4. Processing investments, loans, claims, collections, and 
BT EE rc cicccuciancccnucwiaceanbigaciieueanNaes 173, 140 181, 420 182, 117 
5. Supervision of the Federal depositary system... 152, 934 164, 277 164, 897 
©, BempOET OO GOIN... 5 on ccc cncecccencsse 96, 575 102, 234 102, 606 
7. 1959 program obligated in 1958________..-...-....------- 4, 999 ey, En ee 
PP OREs IOUNONE 5c nisi ecnecs cccancwecsssauges 3, 176, 095 3, 297, 601 3, 464, 000 
Financing: 
Comparative transfers to other accounts. - ---.----.------- 3, 464 
1959 appropriation available in 1958___-_..-- —4, 999 
Unobligated balance no longer available. i 
New obligational authority. _............--.----.------- 3, 182, 206 
New Pron oor authority: 
NR Fs cidcciccesusdeucuunsssananstauacssenienans 4 3, 194, 600 3, 110,000 3, 464, 000 
Transferred to ‘Salaries and expenses,’ a of the 
Secretary (Reorganization Plan No. 26 of 1950)_...-_.--- oS; OOO tod. e tec schtick le ce 
reTIatiIOn (AGNNION) . «5.55 cnn nccsaccnsecewansasce 3, 182, 620 3, 110, 000 3, 464, 000 
Proposed supplemental due to pay increases. .........].....--------- GTO Veaciscesacasus 
Object classification 
1958 actual | 1959 estimate | 1960 estimate 
Total number of permanent positions___--..-..-...-.-----.--- 342 339 336 
Average number of all employees. -._......---.-- 336 332 329 
Number of employees at end of year 329 332 329 
Average GS grade and salary. ..-...-.-...-------------------- 6.1 $5,096 | 6.3 $5,696 /63 $°,737 
61 Personal services: 
PY RON. occ ccccnncennucndaeeuscsuwuwe $1, 788, 732 $1, 891, 192 $1, 891, 192 
URE DOTSONG) BOPVIOON 2. o.oo cnsnedetncadanesnnaeen 12, 354 9, 916 16, 475 
petal ONS ONE: - iccoxasucswsessatescnaseawan 1, 801, 086 1, 901, 108 1, 907, 667 
Wy RE ecw acdccpendsananvecancwacesde 4, 855 4, , 000 
03 Poceanenisbiiins LS eee 544 2, 400 400 
04 Communication services_...........-.-- 17, 003 22, 2 23, 364 
05 Rents and utility services............-.--......- 9, 392 51, 51,000 
G6 RINE One TemreGuciion. ...... 2. cncncncncccsnnndsosnd 121, 563 125, 902 128, 810 
07 +Other contractual services____- “ 16, 335 16, 000 16, 
Services performed by Federal Reserve banks.......-- 1,015, 519 1, 034, 080 1, 184, 913 
08 pp ened ont MEN NEM cauuctacigsctedaatlouhadaanensadace 9, 37 10, 440 10, 440 
ip a eR RAE REINER SH 21, 188 11, 11, 500 
1l Grants, subsidies, GAT CORETIIEIOU. « «oc cccnncavncenscecn 110, 963 123, 636. 123, 636 
13 Refunds, awards, and indemnities.............--...-..--- SUE tnobonauecangnatagaesessaniicee 
15 Taxes and assessments ake OEE 2 OTE RE RE SIE EERE 255 270 270 
1908 program obligated im 1006... ... .. .. 0... cccesnes-snccnnnces 4, 999 Sl TO Fisk ane 
Me I ioxccccnicnccanventionnshpbadenduuantaneen 3, 176, 095 3, 297, 601 3, 464, 000 














Mr. Gary. We will now consider the request 


for “Salaries and 


expenses, Bureau of Accounts,” which is a part of the general request 


that Mr. Maxwell has just referred to, 
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COMPARISON OF 1959 AND 1960 BUDGETS 


We will insert at this point a brief table comparing the amount 
requested for 1960 with the amount appropriated for 1959: 











Pe RS | ee ae -. $3, 110, 000 
Total (including anticipated pay supplemental, 1959) _-._-___-___-___. 3, 302, 600 
Total (including anticipated pay and postal supplementals, 1959)... 3, 392, 600 
Estimate, 1960___-------- ae Ks _.. 8, 464, 000 
SPREE SS OVOP BPOTORTIAUNON, 1000 2. 3 occa on cent ncnceenne 354, 000 
Increase over total (including pay supplemental anticipated, 1959) __ 161, 400 


Increase over total (including anticipated pay and postal supple- 
oo |) eae eee ee ee one 71, 400 








SUMMARY JUSTIFICATION DATA 


We will insert in the record at this point pages 15 through 18 of 
the justifications. 


(The information referred to follows :) 


Analyses of appropriation base for fiscal year 1960 


EO OE a ar ee $3, 110, 000 
Supplemental appropriation for 1959 








Total appropriation, 1959_ Poee 73, 110, 000 
Additions : 

Activity No. 1, Processing deposits of withheld 

ES EE ee ee eee tee 2 eee $93, 233 
Activity No. 2, Financial reporting and mainten- 

ance of the government’s central accounts______~_ 186, 831 
Activity No. 3, Accounting and reporting develop- 

moet nee Rr oc 19, 491 
Activity. No. 4, Processing investments, loans, 

claims, collections and surety. bonds____---_+-___ 17, 426 
Activity No. 5, Supervision of the Federal deposi- 

OO a a ae ee ee 15, 864 
Activity No. 6, Executive direction___.._..._..___-_ 9, 414 





Anoeworiniion base Tor 3000: a a eee ek +292, 259 


oS | ae a vee 3, 402, 259 
Increase over appropriation base for 1960__.__.___________________ +61, 741 
Appropriation estimate for 1968_.........._.....__.._________ 3, 464,000 
Increase or decrease from total appropriation, 1959__.._______ +3854, 000 


1 Does not include anticipated supplemental for 1959 to cover cost of authorized pay 
increases and postal rate increases. 











ee Ve OeOooefo 
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Comparison of appropriation base with appropriation estimate for 1960 








Appropriation base Appropriation esti- Increase (++) or 
for 1960 mate for 1960 decrease (—) 
Activity 





Average | Amount | Average} Amount | Average | Amount 
positions positions positions 





1. Processing deposits of withheld 
tux piyments. - : 2.0 | $1, 196, 226 S01 St tee 1s2.--.. es $61, 741 
2. Financi:l reporting ‘and mainte- 
nance of the Government’s cen- 


Creal SOCNUNES. . ..... -<00--- 55. 242.8 | 1,547,273 ye a Ay ee Pee 
3. Accounting and reporting devel- 
opment and internal audit - . 20.3 209, 140 20.3 BET, oka osctadieawones ous 


4. Processing investments, loans, 
claims, collections and surety 





























OS Slee 28.9 182, 117 28.9 RIT Sco ass nonet i eccaesinaese 
5. Supervision of the Federal depos. 
itary system - Se, ~ i 24.6 164, 897 24.6 pg SE a eee 
6. Executive direction..______.._--- 10.4 102, 606 10. 4 i Reis Oi ede a 
Increase over appropriation 
| REESE IG i ER 329.0 | 3, 402, 259 329.0 | 3,464,000 |_-._.-___- 61, 741 
Adjustment in base (met) ---.___._-- +2.5 ef a ea —2.5 +292, 259 
. Total, appropriation 1959 and 
appropriation estimate for 1960_._- 331.5 | 3,110,000 329.0 | 3, 464, 000 —2.5 354, 000 





GENERAL STATEMENT 


The major functions of the Bureau of Accounts are not expected to change 
during the fiscal years 1959 and 1960. These functions which are varied and 
complex include (1) control of appropriations made by Congress to the various 
departments and establishments; (2) maintenance of the central accounts of the 
Government relating to appropriations and receipts, expenditures and related 
cash assets and liabilities; (3) preparation of monthly and annual reports to the 
Congress, such as reports of receipts, appropriations, and expenditures of the 
Government, and the’Secretary’s annual: report; (4) performance of disbursing 
functions for the civil establishments of the executive branch of the Government. 
except postal service, U.S. marshals and certain Government corporations; (5) 
issuance of U.S. savings bonds to Federal employees under the payroll savings 
plan; (6) handling the details relating to the designation and the supervision of 
the Federal depositary system; (7) administration of the Government Losses in 
Shipment Act; (8) approval of surety bonds and determination of underwriting 
qualifications of insurance companies authorized to do surety business with the 
U.S. Government; (9) handling investments of various trust and other funds for 
which the Secretary of the Treasury is responsible; (10) supervision of Treasury 
accounting ‘and participation in overall accounting, and reporting procedures for 
the entire Government service under joint accounting ‘program; (11) develop- 
ment of regulations for the administration of internal auditing for the Treasury 
Department; (12) audit various trust and deposit fund acounts; (13) account- 
ing, billing, and collecting for lend-lease articles transferred and surplus property 
sold to foreign governments; (14) accounting for foreign currencies acquired by 
the Treasury; (15) payment of international claims; (16) handling certain 
claims and judgments against the U.S. Government and the payment of private 
relief acts; (17) maintenance of records relating to authority of Government 
corporations and agencies to borrow from the Treasury, and loans made to such 
agencies; and (18) liquidation of the residual fiscal affairs of certain agencies 
and commissions placed in liquidation. 


BXPLANATION OF LANGUAGE CHANGES 


No changes in the appropriation language for the Bureau of Accounts will be 
necessary for the fiscal year 1960. 
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Analysis of appropriation base 





Appropriation alloca-| Adjustments in Net change in base 
tion for 1959 base increase (+) de- 












































crease (—) 
Activity 
Average | Amount Reduc- |Additions} Average | Amount 
positions tions positions 
1. Processing deposits of withheld tax 
paymems......--.....- > 2:0 7 St, 008 OOs |... .--2 52), BRE ..«-...... +$93, 233 
2. Financial reporting and maintenance 
of the Government’s central ac- 
yap epee ae Serer RS aS 244.8 | 1,410,442 |-.........| 136,831 —2.0 | +136, 831 
3. Accounting and reporting develop- 
ment and internal audit_._- aa 20.3 | re 1 eee +19, 491 
4. Processing investments, loans, claims, 
collections and surety bonds. - - --.- 29.2 tS 17, 426 —.3 | +17, 426 
5. Supervision of the Federal depositary 
DNs cane siendes pate. sc atee 24.8 200,088 |.......-- 15, 864 —.2 +15, 864 
6. Executive direction........-..------- 10.4 i | | eee ae +9, 414 
I airing sae cnc ae bencenncen 331.5 | 3,110,000 |.--.-.--.- 292, 259 —2.5 292, 259 
There follows a table reflecting the various increases to base by each activity: 
Breakdown of adjustments in base 
Salary rate increases | 
| Pay in ex- | Total ad- 
Activity Postal rate | cess of 52- | justments 
Personal Retire- increases | week base in base 
services ment con- (2d day) 
tributions 
1. Processing deposits of withheld taxpay- 
(Bhat ted AE Te ey are Se 8 EA $92, 000 $32 $93, 233 
2. Financial reporting and maintenance of 
the Government’s central accounts __- 123, 363 $8, 204 695 4, 479 136, 831 
3. Accounting and reporting development 
— ll —=e ee 17, 555 1,172 105 659 19, 491 
4. Processing investments, loans, claims, 
collections, and surety bonds.-_..__.__- 15, 767 962 130 567 17, 426 
5. Supervision of the Federal Depositary 
Nee, Re Ag aan 14, 303 941 115 505 15, 864 
6. Executive direction. .................... 8, 475 567 55 317 9, 414 
WN cenedecnkh isan cunesibnminnininnt 180, 664 11, 936 93, 100 6, 559 292, 259 




















Mr. Gary. Now, Mr. Maxwell, we will be glad to hear your com- 
ments on this particular item. 


GENERAL STATEMENT 


Mr. Maxwe.u. With respect to the appropriation “Salaries and ex- 
penses, Bureau of Accounts” which covers the cost of the first six activi- 
ties previously listed, the amount initially appropriated for the fiscal 
year 1959 was $3,110,000. This amount does not include supplemental 
requests for $192,600 covering increased pay costs and $90,000 cover- 
“—— cost of postage increase for 11 months. 

or 1960 we are requesting $3,464,000, an increase over the base 
for 1960 of $61,741. This amount is included to cover an anticipated 
increase in processing a larger volume of depositary receipts. 


PROCESSING DEPOSITS OF WITHHELD TAXPAYMENTS 


As some of you gentlemen know, we are required to issue and subse- 
quently audit depositary receipts covering payments to the U.S. 
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Treasury by all employers for income taxes and other taxes withheld 
from the salaries or wages of their employees. If the amount the em- 
ployer withholds is $100 or more a month, he must normally pay 
such amount into the Treasury within 15 days, either through a com- 
mercial bank or directly to a Federal Reserve bank, for which he is 

iven a validated depositary receipt. This procedure must also be 
Silene for social security taxes and excise taxes, and has the ad- 
vantage of giving the Treasury the earlier use of funds. 

The Federal Reserve banks act as our agents in issuing and validat- 
ing depositary receipts covering such payments and later audit the 
amounts of receipts cleared through the Internal Revenue Service by 
comparing such amounts with the tax payments originally received 
and recorded in the Federal Reserve banks. For this operation we 
will reimburse the Federal Reserve banks at a specified rate—for 
1960, 0.1233 cent per receipt—which includes 4 cents postage. 

About $1,258,000, or over 36 percent of the total of the appropria- 
tion “Salaries and expenses, Bureau of Accounts” is required to cover 
the expenses of processing these receipts. However, it should be 
noted that only a part of the cost of this activity is charged to the 
budget, that is, slightly over half of the amount, or approximately 
$675,000. The balance is reimbursed from social security trust funds; 
these reimbursements are credited to the general fund and not to this 
appropriation. 

As was indicated to your committee when we appeared before you 
a year ago, we have been too conservative in our estimates of the vol- 
ume of depositary receipts to be processed. If you have no objection 
I would like to insert in the record a table similar to the one exhibited 
last year but which includes current figures. 


Original estimaies of volume of depositary receipts compared with actual 1953-58 





























Number of depositary receipts 
Fiscal year Orivinal Original estimate under 
budget Number actual 
estim«tes to actually 
Congress processed 
Number Percent 
Actual: 
1953...... eth ike gu inivevadwisluuuese? Seams 4, 800, 000 5, 612, 299 812. 299 16.9 
MONE vn conislvanaannienng cabiduaewe tenet’ 5, 750, 000 6, 137, 991 387, 991 6.7 
Lt SE AER ae snide lupins 6. 350 000 6, 981, 028 631, 028 9.9 
ie eR DE PEER RSE See ees ers eee Pere 6, 225, 000 8, 338 512 2, 113, 512 34.0 
ME Manes tole. cae ahead Gaeamnsh kn cae 7, 800. 000 8, 837, 086 1, 037, 086 13.3 
bak lb cbvwbsiwineddiduninad-enennbabu 8, 600, 000 9, 173, 613 573, #13 6.7 
PRY CRE LL EE RCS EE 6, 587, 500 7, 513, 422 925, 922 14.1 
Estimoted: 
MUG hel aidadet dan bcantsdtacchawewasbas 9, 200, 000 9, 600, 000 400, 000 4.3 
SER Gingehs ch vbttnnbiitacenaydadaguadedcacrdds 9, 610, 000 We Oe Dene nncaacnand hie ididealpay 








! Supplemental appropriation required. 


This table shows that we again have underestimated the number 
of items to be processed. A year ago we had revised upward by 
450,000 items, our original estimate of the value of depositary receipts 
required to be processed in the fiscal year 1958, whereas even after 
this revision the actual increase was 573,613 items. For 1959, we had 
estimated a volume of 9,200,000 items, whereas it now appears that 
the actual figure will exceed 9,600,000 items. 


36439—59——17 
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The number of depositary receipts we must process is affected by 
several factors over which we have no control, including such items 
as general economic conditions, wage increases, changes in withheld 
tax rates, the degree of enforcement, and sometimes the individual 
taxpayer’s accounting methods. Based on new information now avail- 
able for the fiscal year 1959, we feel that the amounts contained in these 
1960 budget estimates for this activity are extremely conservative. 


FINANCIAL REPORTING AND MAINTENANCE OF THE GOVERNMENT’S CENTRAL 
ACCOUNTS 


About 45 percent of the appropriation “Salaries and expenses, 
Bureau of Accounts” is expended for this activity, which involves 
the maintenance of the Government’s central accounts relating to 
receipts, expenditures and appropriations, foreign currencies, and 
other fiscal transactions and the compilation of related financial re- 
ports. This activity also includes the audit of receipts to assure that 
they are appropriately credited to the account of the Treasurer of 
the United States and the preparation of warrants confirming author- 
ity given to withdraw funds from the Treasury. 

Except for foreign currency accounts, the volume of work in 1960 
is expected to be about the same as that in the current year. However, 
we anticipate an increase in foreign currency transactions arising from 
the cumulative effect of further agreements under Public Law 480, as 
amended, and extended in the last session of Congress. We are not 
asking for additional funds to cover this increase as we hope to absorb 
this additional work from management savings. 


ACCOUNTING AND REPORTING DEVELOPMENTS AND INTERNAL AUDIT 


This activity relates to (1) the development of new accounting and 
other fiscal procedures to implement new legislation or to take advan- 
tage of new technical improvements or equipment and the review of 
existing procedures for the purpose of improving them, and (2) inter- 
nal audit functions. These activities are performed by a small ac- 
counting systems staff and a small internal audit staff. 

The enactment of legislation such as Public Law 863, approved 
August 1, 1956, relating to “improved governmental budgeting and 
accounting methods and procedures * * *” and Public Law 85-759, re- 
lating to “improved methods of stating budget estimates and estimates 
for deficiency and supplemental appropriations” requires the prepara- 
tion of further instructions to Pneskors bureaus in order to give 
effect to their provisions. Also, since 1948, our systems staff has par- 
ticipated in the governmentwide accounting improvement program 
established as a point project by the Comptroller General, the Director 
of the Bureau of the Budget, and the Secretary of the Treasury. This 
systems staff also makes studies of procedures in the various compon- 
ents of the Bureau of Accounts with the view to improving operations 
by adopting the latest mechanical electronic or other laborsaving de- 
vices, if suitable, or eliminating obsolete records or reports, and pre- 
pares necessary procedural instructions for use of the operating divi- 
sions. 

The second major segment of this activity is the internal audit 
required and established under the Budget and Accounting Pro- 
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cedures Act of 1950. In the Bureau of Accounts, this activity has 
two parts. One part relates to the audit of the Bureau of Accounts 
operations and activities, while the other relates to the services per- 
formed for the Secretary to assure that the other bureaus of the 
Treasury have in operation an effective internal audit. In addition, 
this audit staff performs certain — examinations for the Secretary 
of the Treasury such as appraisal of the Commodity Credit Corpora- 
tion required by the act of March 8, 1938, as amended, and the audit 
of the Federal Reserve currency stock under Treasury Department 
Order No. 174, amendment 1, dated October 10, 1958. _ ’ 

The amount of work which this staff can accomplish, of course, 1s 
in direct relation to the number of persons on the staff. At the 
present time we have 10 employees on our Accounting Systems Staff 
and 8 on our Internal Audit Staff, including clerk-typists, but exclu- 
sive of the equivalent of about. 2 administrative, employees prorated 
to this activity. We are not requesting additional employees for 
these activities for 1960. 


PROCESSING OF INVESTMENTS, LOANS, CLAIMS, COLLECTIONS, AND SURETY 
BONDS 


This activity covers a large number of essential operations, none 
of which requires many persons, the total being 28. It includes the 
investment of trust funds, the making of loans to Government agencies, 
and the accounting, billing and collecting for lend-lease, surplus 
property sales, and certain other loans made to foreign governments. 
It also includes the accounting for and making payment of awards 
by the International Claims Commission, and claims under the Gov- 
ernment Losses in Shipment Act. Further, it includes the supervision 
and control of surety lendiog for the Government, and maintaining 
of deposit fund accounts for the Secretary of the Treasury. 

We expect a small increase in the claims work for 1960, but we feel 
that management improvements will enable us to absorb this increase. 


SUPERVISION OF FEDERAL DEPOSITARY SYSTEM 


As you know, the Secretary of the Treasury has authority to desig- 
nate banks and financial institutions to act as Treasury agents in 
handling certain Government fiseal matters. Exclusive of 11,000 
designations as special depositaries made through the Federal Reserve 
banks, approximately 8,500 other designations, made by the Secretary, 
are now in effect. 

Designated banks are given the authority to receive deposits from 
Government offices, to supply cash for payrolls, to supply drafts for 
the transmission of funds, to maintain checking accounts for certain 
Government disbursing offices, to charge Government checks to the 
account of the Treasurer of the United States, and to make certain 
special facilities available to military personnel at foreign and do- 
mestic military posts. 

The Treasury maintains cash balances with these depositaries in 
relation to the volume of services rendered to the Government. These 
balances must be continually reviewed to assure that equitable pela- 
pent continue. The number of balances that can be reviewed 
annually is in direct. proportion to the number of employees available. 
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Our Deposits Branch, which performs this function, has about 25 
employees. No additional employees are requested for this function 
for the fiscal year 1960. 


EXECUTIVE DIRECTION 


The last activity under this appropriation title covers the general 
direction of the Bureau’s operations and includes the direction of 
activities paid from other administrative expense appropriations or 
allotments such as the appropriation for the Division of Disbursement. 
This activity also includes the review of pending legislation involving 
accounting or fiscal matters and preparation of reports on proposed 
legislation to the Budget Bureau or to congressional committees or 
others concerned. No increase is contemplated for 1960 for this 
activity. 

It can be seen that the Bureau has a great variety of fiscal activities, 
the volume of which depends on circumstances or governmental opera- 
tions outside its control, but which are essential to the operation of 
the Government. Our aim is to perform these activities as economi- 
cally as possible and we believe that this policy is reflected in our 
request for 1960. 

Again, Mr. Chairman, I appreciate this opportunity of being able 
to present our needs and we will be glad to answer any questions. 

Mr. Gary. Thank you, Mr. Maxwell. 


NO INCREASE IN PERSONNEL 


How many additional employees do you contemplate under this 
appropriation ? 

Mr. Maxwe tt. For fiscal year 1960 we are not asking for any addi- 
tional personnel. The additional dollar increase will be used to re- 
imburse the Federal Reserve banks—which will not increase the work 
of our personnel any substantial amount. 

Mr. Gary. And therefore you are not asking for any additional 
employees? 

Mr. Maxwetu. That is correct. 


DEVELOPMENT AND IMPROVEMENT OF CENTRAL REPORTS 


Mr. Gary. This budget request includes funds for the development 
and improvement of the central reports of the Government. The 
budget request of the Bureau of the Budget includes funds for the 
review of agency reporting plans and forms and for improving ac- 
counting and financial management in the executive agencies. 

To what extent are the Bureau of Accounts and the Bureau of the 
Budget. duplicating their activities in this area of responsibility ? 

Mr. Maxwe tt. I think I can explain that by saying that one of the 
items you mentioned is the approval of standard forms. Any 
Government agency which specifies a fiscal form which is used by 
various agencies must obtain their approval for such standard forms. 
They are then placed in stock and any agency can draw on them. 
They also perform a similar function for report forms where the 
report is a standard form used by several agencies. 
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The other area refers to the accounting and reporting improvement 
ag Two years ago, when the joint program was expanded I 
lieve it was the intention that the leadership of that program should 
be assumed by the Bureau of the Budget, and I think at that time they 
requested certain additional personnel, and I presume this is a continu- 
ation of the same request; that they needed additional personnel to 
see that the other Government agencies were following up on the 
requirements of Public Law 863 and some of the other accounting 
improvements made in recent years. 
fr. Gary. That was a part of the Hoover Commission recommen- 
dations, as I recall. 

Mr. Maxwett. That is correct. 

Mr. Gary. The Director of the Budget came before the committee 
and made a very good case for the request but he did not promise to 
save the $4 billion which the Hoover Commission said would be 
saved by that transaction. I believe he said if they saved $1 million 
they would be very happy. I do not know that anything has been 
saved, but it probably has increased the efficiency. 

To what extent does that duplicate your efforts? Is there any 
a between your efforts and the efforts of the Bureau of the 

udget 

Mr. Maxwett. No sir, there is no duplication. Our field is in the 
operating area. We assemble the figures on appropriations, receipts, 
and expenditures and place them in our accounts and then use them 
to produce financial statements like the monthly Treasury statement, 
the Combined Statement of Receipts and Expenditures, and other 
fiscal data for the whole Government. Theirs is more of a staff job. 


HEALTII PROGRAMS 


Mr. Gary. Please identify the other agencies operating health pro- 
grams participated in by the Bureau of Accounts. 

Mr. Maxwe tu. This refers to a situation, I believe, where, for ex- 
ample, in some of our field offices, health units have been established 
which are paid for jointly by all the operating field offices in that 
area. For example, Denver is one I recall where we have such a situ- 
ation. I believe they have a nurse and other facilities for Government 
employees and each of the respective agencies getting the benefit of 
that service contributes a certain amount. I can get that figure. It 
averages about $10 a year per employee. 

Mr. Gary. In other words, in Washington you have a health pro- 
gram purely for the Treasury Department ? 

Mr. Maxwe.t. Could I say in Washington it is a little different 
because the money is given direct to another office for that particular 
activity and we contribute nothing to it. 

Mr. Gary. But you do have in Washington a health program for 
the Treasury Department alone? 

Mr. Maxwe .u. That is right. 

Mr. Gary. Which is operated for the benefit of the Treasury De- 
partment? 

Mr. Maxwe tu. Yes. 

Mr. Gary. But when you get in the field, the Treasury Department 
employees are not of sufficient number to justify a program for them 
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alone, so the Treasury Department re eng together with the em- 
ployees of other Government : re ave a joint health program to 
which your Bureau contributes 

Mr. Maxwe.v. That is correct, Mr. Chairman. 


INCREASE IN COMMUNICATION SERVICES 


Mr. Gary. What makes up the increase requested in the appropria- 
tion for communication services ¢ 

Mr. Maxwe ut. That is primarily due to increase in postage, Mr. 
Chairman, from 3 to 4 cents, and we have had to include the equivalent 
amount for the same reason in our reimbursements to Federal Reserve 
banks. About $90,000 is to be used to reimburse Federal Reserve banks 
3 increased postage, and the balance of $1,100 is to be used in our own 
office. 

INCREASE IN PRINTING AND REPRODUCTION 


Mr. Gary. What makes up the increase requested in the appropri- 
ation for printing and reproduction ? 

Mr. Maxwe.t. The additional depositary receipts. 

Mr. Gary. That is, the increase in volume? 

Mr. Maxwe . Yes, sir; to take care of the increase in volume of the 
depositary receipts. 


INCREASE IN GRANTS, SUBSIDIES, AND CONTRIBUTIONS 


Mr. Gary. And what makes up the increase requested in the appro- 
priation for grants, subsidies, and contributions? 

Mr. Maxwe ut. That is because of the increase in pay—614 percent 
of the employee’s salary is required to be turned over to the Civil 
Service Commission. With the increase in pay, we have to turn over 
an additional amount to the civil service retirement fund from our 
appropriation as the employer’s share of the retirement costs. 


EFFECT OF CHANGES IN BASIC LEGISLATION 


Mr. STEED. Some reference was made to the difficulty of the Social 
Security office in Baltimore in adjusting its accounts because of cer- 
tain increases voted by Congress. Along that same line, I understand 
the rates go up on other insurance benefits. What increased volume 
of work do you get into when these changes are made by acts of 
Congress ? 

r. Maxwe.u. The volume of depositary receipts, of course, are 
affected by any increase in the rate of taxes, because that is the collec- 
tion side. If the rate of taxes goes up, that means we would have more 
employers reaching the $100 limit, and therefore we would have more 
=a who would be required to make payments to the Treasury 
monthly. 

On the disbursement side, the rate changes affect the benefit pay- 
ments and require a change in the facilities. You see, we have master 
lists, and we would have to revise those lists so that they can go 
through the automatic checkwriting machines we were speaking about. 
I presume a similar problem existed in Baltimore for Social Security 
in connection with their records. 
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Mr. Streep. Has anybody ever tried to figure out the cost of the 
manpower involved in the Department in carrying out one of these 
congressional changes? 

Mr. Maxwe tt. It is something we can compute for our own ex- 
penses. We generally have to come up with a supplemental appro- 
priation. That is one reason we will be up for a supplemental, if the 
Budget agrees with us, on account of some of the acts passed last year, 
as, for instance, the payroll rate change. That would require a one- 
time job of changing our master plates for all the civilian employees. 
Also, we have the social security rate changes and several other legis- 
lative enactments last year. These plate changes are a one-time cost. 
Where legislation involves more people being brought under its bene- 
fits, it means a permanent increase; that is, a continuous expense. 

Mr. Steep. That is all. 

Mr. Pitxi0on. Off the record. 

(Discussion off the record.) 

Mr. Pituion. That is all, Mr. Chairman. 


REIMBURSABLE WORK 


Mr. Axexanper. Mr. Maxwell, did your Department spend any 
funds other than those which were appropriated by this committee? 

Mr. Maxwety. You mean the Department? 

Mr. Avexanper. Let me ask this: Do you collect from any other 
departments of the Government for any of the services that you 
render, as the Bureau of Engraving and Printing does? 

Mr. Maxwe tt. I think we have two allotments, the Railroad Retire- 
ment Board and the Department of Agriculture. We write some of 
their checks. At one time we also got an allotment from the State 
Department covering the expenses of the administration of loans to 
cover certain refugees. That was a couple of years ago. We do not 
have that any longer. 

Mr. ALeExanvER. How much does that all amount to? 
¢ ite Maxwe tu. For 1959 those reimbursements amounted to 

398,671. 

Mr. Atexanper. Are you allowed to use that in your operation or 
does that go to the Treasury ¢ 

Mr. Maxwe.u. That part is allowed as an operation item. 

Mr. Atexanper. In other words, your total amount would be the 
amount appropriated plus the figure you just gave? 

Mr. Maxwe tu. The $398,000; yes. Those are the only two items 
we still have. 

Mr. ALEXANDER. Does the amount you collect other than the appro- 
priated amount vary from year to year? 

Mr. Maxwe .. Yes, sir. 

Mr. ALEexanveER. Does your request for appropriation depend in 
any way on the amount you collect from other sources? 

Mr. Maxwet.. The request is not affected by those two particular 
items because those items are intended to cover the exact cost to us 
in those two instances. Except for those two agencies, we include all 
our costs into the direct request from you gentlemen. In some in- 
stances we get reimbursements from certain trust funds, which are 
transferred from the trust fund to the general fund but are not credited 
to our appropriation accounts. 
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a ee ALExANDER. Do you have anything at all to do witi: the public 
ebt 
_ Mr. Maxwetv. We have the accounting records and of course we 
issue checks for the interest on the public debt. 

Mr. ALEXANDER. That is all. 


DECREASE IN NUMBER OF EMPLOYEES 


Mr. Contre. Mr. Maxwell, how many new employees have you ac- 
quired since 1950? 

Mr. Maxwett. I think it has gone the other direction. I think we 
have reduced from 1950. 1 remember from 1949 there was about a 
30-percent reduction. 

Mr. Conte. You reduced the number 30 percent? 

Mr. Maxwe tt. Yes, for the Bureau as a whole. I believe I have 
these figures: On January 1, 1950, we had 3,368 employees, and on 
January 1, 1959, we had 2,432. 


INCREASE IN APPROPRIATIONS 


Mr. Conte. What is the major reason why your appropriations 
have jumped so sharply from 1950 to 1959? In 1950 it was $1,898,000, 
and today it is $3,110,000. 

Mr. Maxwe tt. One of the reasons is the increased volume of de- 
pository receipts processed. There have also been two or three in- 
creases in salary since 1950. There has also been a general increase 
in prices. The major reason is the increase in volume of items 
handled. 

Mr. Conte. These IBM machines are taking care of a lot of that 
increased volume? 

Mr. Maxwe.u. That is right. The installation of these machines 
has enabled us to get along with fewer employees and has resulted 
in a lower unit cost. We also have had some organizational changes. 
In 1953 we saved $100,000 by bringing two of our accounting organi- 
zations together; and this joint program which we discussed earlier 
has eliminated many of the obsolete requirements that we had under 
the old acts. We have been able to save considerable funds and at 
the same time reduce our personnel. 

Also in 1950 we did not pay postage on mail. 

Mr. Conte. You did not do what ? 

Mr. Maxwetu. We did not have to pay postage for mailing checks, 
publications, or letters. 

bse Conte. When did the requirement of paying postage go into 
eliect £ 

Mr. Maxwe t. It started in 1954. 

Mr. Conte. How much does that item amount to? 

Mr. Maxwe tt. In the fiscal year 1954 it amounted to $4,476 for the 
appropriation “Salaries and expenses, Bureau of Accounts,” and 
$5,080,435 for the appropriation “Salaries and expenses, Division of 
Disbursement.” 

Mr. Contr. That would not show in your 1954 appropriation, it 
would show in 1955? 

Mr. Maxwe tt. It would show in 1955. I believe we had to get a 
supplemental to cover that. It would show up as a supplemental in 
1954 and asa regular item in 1955. 
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Of course that item, as you know, is merely a transfer of funds from 
one account to the Post Office Department. Previously the deficit was 
made up by a requisition on the Treasury and we furnished them the 
funds for whatever they needed to make up the deficit. The present 
method is a bookkeeping transaction which reduces the postal deficit 
to be made up from the general fund. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Pitxuion. Will the gentleman yield ? 

Mr. Conte. Yes. 

Mr. Pittron. I have here a list of appropriations, and in 1954 the 
appropriation was $1,800,000 and in 1955 it was $2,670,000, a differ- 
ence of $870,000. Does that jump reflect the postage item? That ison 
page 5 of this committee print. 

Mr. Maxweuu. That would be part of it and the other part would be 
the increase in volume of depositary receipts. The depositary re- 
ceipts have increased substantially since the procedure was installed 
back in 1943. 

Mr. Gary. Off the record. 

(Discussion off the record.) 


REIMBURSEMENTS TO THE POST OFFICE DEPARTMENT 


Mr. Gary. Mr. Conte, I have here a statement for the entire Treasury 
Department showing the reimbursement to the Post Office Department 
for cost of mailings under the penalty indexes, actual for fiscal years 
1954, 1955, 1956, 1957, and 1958, and estimated for fiscal years 1959 
and 1960, which I shall be glad to put in the record if you would like to 
have it put in there. 

Mr. Conte. Yes. 

Mr. Gary. Without objection it will be inserted in the record at this 
point. 
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(The statement referred to follows :) 


Reimbursement to the Post Office Department for cost of mailings under the penalty 
indicia, actual for fiscal years 1954, 1955, 1956, 1957, and 1958, estimated for 
fiscal years 1959 and 1960 





1954 1955 1956 1957 | 1958 1959 1960 
actual actual actual actual actual estimate | estimate 





Office of the Secretary ------ $1, 092 (4) (?) (?) (4) $5, 350 $5, 400 


Office of International 
469 $706 $413 $437 $426 450 450 
Bureau of Accounts 4,476 4,176 3, 800 2,770 2, 844 4, 200) 





4,2 
Division of Disbursement _-| 5,080,435] 5, 745.310) 5,778,463) 6,181,106) 6,707,935) 9, 564,358) 10, 588, 518 


Bureau of the Public Debt__| 1,064,023) 1, 232,856) 1,317,450) 1, 280,302) 1,132,690) 1,420,090) 1, 554. 000 
Savings Bonds Division___. 165, 318 184, 607 157, 618 119, 711 103, 173 134, 000) 158, 000 
Office of the Treasurer, | 

United States 13,607 12, 294 11,322 1915 1818 25,000! 25. 000 
Bureau of Customs sand 85, 168 95, 120 94, 938 96, 922 100, 551 130, 000; 133, 000 
Office of Comptroller of the 

a eee 25, 470 29, 837 29, 417 25, 633 27, 275 27,000 27.000 
Internal Revenue Service...| 3, 509, 257) 3, 897,490} 3,512,316) 3,282,262) 3,173,749) 3,746,759] 4, 504, 884 
Bureau of Narcotics ae 5, 781 6, 478 6, 451 6, 557 6, 477 6,715 6, 738 
Bureau of Engraving and 

Printing , 213 1, 582 1,801 Ay {: 1, 885 2, 890 3, 000 
U.S. Secret Service_......- . 730 9, 896 8, 305 8, 71! 8, 953 12, 210 12, 500 
Bureau of the Mint 3, 624 5, 004 5, 581 ; 7,717 36, 000 45 000 
U.S. Coast Guard 193, 749) 194, 203 210, 963 , 198, 048 394, 000 402, 000 
Office of Defense Lending -. (2) | 5, 367 3, 016 55 (4) (1) () 























Total, Treasury De- | | 
partment {20, 152, 412 11, 414, 926/11, 131, es 11, 192, 551/811, 472, 541/315, 508, -_ 17, 469, 690 
| i | { 








1 Offices using postal meter machines. 

3 Transferred to Treasury Department July 1, 1954. 

8 Do not include cost of registry fees under Public Law 705, 84th Cong. 
Jan. 20, 1959. 


ELECTRONIC MACHINES 


Mr. Conte. After the Supreme Court decision came down and IBM 
had to put these machines out for sale, have any other companies come 
to you to sell you their machines? 

Mr. Maxwetx. Of course there are salesmen always coming to see us. 
We have considered the Remington Rand machines and other equip- 
ment. Remington Rand has offered to sell us their machines for many 
years. I think all of them now are on an offer-to-sell basis. 

Mr. Contr. In the last year do you find competition has become 
keener and they have come down in the prices? 

Mr. Maxwetu. I think the prices have been higher, as a matter 
of fact. 

Mr. Sniru. There was an adjustment in rental rates a year ago 
where the rates on some models were decreased and on some were 
increased. It was a general rate adjustment. 

Mr. Conte. I think that is a good subject matter for investigation, 
Mr. Chairman. 

No further questions. 
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TuHurspay, JANUARY 29, 1959. 


SALARIES AND Expenses, Division oF DIsBURSEMENT 


WITNESSES 


ROBERT W. MAXWELL, COMMISSIONER OF ACCOUNTS 
JULIAN F. CANNON, CHIEF DISBURSING OFFICER 
CHARLES 0. BRYANT, ASSISTANT CHIEF DISBURSING OFFICER 
MAURACE E. ROEBUCK, ASSISTANT CHIEF DISBURSING OFFICER 
ROGER E. SMITH, ACTING ASSISTANT COMMISSIONER FOR ADMIN- 


ISTRATION 


GORDON L. HEGDAHL, ACTING BUDGET AND FISCAL OFFICER 


Program and financing 





1958 actual 


1959 estimate 


1960 estimate 





Program by activies: 
Dy. Se TINIE ooo ss ewacen cnccensacnamen manuel 
2. Issuance of savings bonds 
3. 1959 program obligated in 1958 


Ts MINUS os ous sawn aw onceus Ancieminaeel amie 
Financing: 
Comparative transfers from (—) other accounts 
1959 appropriation available in 1958 
Unobligated balance no longer available 


New obligational authority 


New obligational authority: 
AUR od ot Sein ceria a glam wma kee ala 
Transferred to ‘‘Salaries and expenses’’ Office of the ‘Treas- 
urer (Reorganization Plan No. 26 of 1950) 
Transferred from— 
“Administering the public debt’ (Reorganization 
Plan No. 26 of 1950) 
“Salaries and expenses,’’ Internal Revenue Service 
gE ONE hatin ides eos cana ee an erhuhadecaind aca oare 


Appropriation (adjusted) 
Proposed supplemental due to pay increases. -....-- 


$17, 601, 428 
289, 261 
87, 581 


$17, 780, 282 
293, 553 
—87, 581 


$22, 005, 449 
274, 551 





17, 978, 270 


17, 899, 609 


17, 354, 884 
—9, 275 


354, 000 
200, 000 


17, 986, 254 


18, 073, 835 


17, 300, 000 





17, 899, 609 


17, 281, 000 
792, 835 





Object classification 








Total number of permanent positions_...............--------- 
Full-time equivalent of all other positions.-- 
Average number of all employees. -----.----- 
Number of employees at end of year. ........--.--.-----.----- 


Average GS grade and salary- -- -- 


01 Personal services: 
Permanent positions 
Positiong other than permanent. -.-- x 
Other personal services. ...........-......-- Sao accet a 


Total personal services... 
Travel 


Rents and utility services 

Printing and reproduction 
Purchase of blank checks 

Other contractual services 


Equipment 
Grants, subsidies, and contributions. -- --- 
Refunds, awards, and indemnities 


1958 actual 


1959 estimate 


1960 estimate 





1, 770 

249 
1, 967 
1, 851 


1,777 
161 


1, 866 
1,802 


1, 830 

183 
1,950 
1, 855 





3.5 $3,782 


3.6 $4,235. 


3.5 $4, 266 





$6, 811, 942 
161, 884 


$7, 204, 766 
525, 499 
57, 960 


$7, 477, 97 
601, 789 
82, 929 





7, 648, 874 
29, 147 


7, 788, 225 
30, 500 
78, 900 

7, 261, 027 

770, 301 
49, 500 
709, 143 
78, 696 
41, 812 
727, 154 
51, 500 
472, 077 


15, 000 
—87, 581 


8, 162, 695 
35, 479 


84, 486 
10, 559, 061 








17, 978, 270 





17, 986, 254 
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Mr. Gary. We will now consider the request of the Division of 
Disbursement, which is a division of the Bureau of Accounts. 


COMPARISON OF 1959 AND 1960 BUDGETS 


At this point we will insert a brief table comparing the amount 
requested for 1960 with the amount appropriated for 1959: 











ON TER | SS CESS ee ee ea $17, 300, 000 
Total (including anticipated pay supplemental, 1959)------_----- 18, 092, 835 
Total (including anticipated pay and postal supplementals, 1959)_. 20, 353, 635 
oS See [ESS eae Eee ee een 22, 280, 000 
sucrose ayer spntaerintion, 1000... o<.. neon nce nnn 4, 980, 000 
Increase over total (including anticipated pay supplemental, 1959)_ 4, 187, 165 
Increase over total (including anticipated pay and postal supple- 

mentals, 1959) 1, 926, 365 


SUMMARY JUSTIFICATION DATA 


We will insert in the record at this point pages 45 through 52 of 
the justifications. 

We will also insert the work volume tables on pages 55 through 59 
and the table on page 62 showing average production per employee. 

(The material above referred to follows: ) 


Analysis of appropriation base for fiscal year 1960 


Regular appropriation, 1959 act____ $17, 300, 000 
Transferred to “Salaries and expenses, Office of the Treasurer” 
(Reorganization Plan No. 26 of 1950) a —19, 000 








Total appropriation, 1959 (adjusted) — -- *17, 281, 000 
Reductions: 
Activity No. 1, processing payments $204, 530 
Activity No. 2, issuance of savings bonds..------- 20, 498 


225, 028 























Additions: 

Activity No. 1, processing payments____---------- 3, 231, 384 

Activity No. 2, issuance of savings bonds_------~ 27, 638 

8, 259, 022 
Adjustment in base (net) +8, 033, 994 
Appropriation base for 1960 20, 314, 994 
Increase over appropriation base for 1960 1, 965, 006 
Appropriation estimate for 1960_ ° 22, 280, 000 
Increase or decrease from total appropriation, 1959_______- +4, 999, 000 


1Does not include anticipated supplemental for 1959 to cover cost of authorized pay 
increases and postal rate increases. 








oe 
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Comparison of appropriation base with appropriation estimate for 1960 





























Appropriation base | Appropriation esti- Increase (+) or 
for 1960 mate for 1960 decrease (—) 
Activity 
Average | Amount | Average | Amount | Average | Amount 
positions | positions | positions 
1. Processing payments ..........-. 1, 746.3 |$20, 040, 443 1, 894. 6 |$22, 005, 449 148.3 | $1,965,006 
2. Issuance of savings bonds---.-.-- 55.4 274, 551 55.4 DORE Ni cicennacxalisaénedinaan 
WONG ocicccsnenaccespuesekaun 1,801.7 | 20,314,994 | 1,950.0 | 22, 280, 000 148.3 1, 965,706 
Adjustment in base (net). ....-....- POLS 13,005; GO bo onc ccccnshavcnsusncess —64.3 | +3, 033, 994 
Total appropriation, 1959 
(aijusted), and appropri- 
ation estimate for 1960.....-. 1,866.0 | 17,281,000 }] 1,950.0 | 22, 280, 000 +84.0 | +4, 999, 000 























GENERAL STATEMENT 
Functions 


The Division of Disbursement is responsible for disbursing moneys of all 
civilian executive departments and agencies except the postal service and certain 
Government corporations. Its functions include: (1) making payments from 
appropriated, trust, and deposit funds (31 U.S.C. 492); (2) issuing substitute 
checks for all disbursing officers of the U.S. Government (31 U.S.C. 528) ; (3) is- 
suing U.S. savings bonds under the Government payroll savings plan (31 U.S.C. 
757¢c) ; (4) preparing vouchers for periodic payments (31 U.S.C. 82a); and (5) 
preparing payrolls for check payments to Government employees. 

Organization 


The Division has its central office in Washington and maintains 22 regional 
disbursing offices. In addition to the activities of the regional disbursing offices, 
payments are made by delegation through assistant disbursing officers and agent 
officers who are employees of other agencies, but who in disbursing public funds 
operate under the technical direction of the Division of Disbursement. For the 
most part, agent officers are located at Government agency stations, including 
hospitals, penal institutions, and other locations where small on-the-spot cash 
payments must be made (e. g., payments on account of the veterans patients’ fund, 
Federal prisoners’ fund ete.). Also, acting under delegation and technical direc- 
tion of the Chief Disbursing Officer, U.S. disbursing officers, located in virtually 
every foreign country, make payments in both U.S. dollars and foreign currencies. 


Financing 


Approximately 44 percent or $9,754,315 of the 1960 appropriation estimate is 
reimbursable to the general fund of the Treasury as provided in section 201(g) 
of the Social Security Act, as amended. This section requires the managing 
trustee (Secretary of the Treasury) to withdraw from the Federal old-age and 
survivors trust fund and the Federal disability insurance trust fund, the esti- 
mated expenditures of the Treasury Department for the administration of titles II 
and VIII of the act. Such withdrawals from the trust funds are covered into the 
general fund of the Treasury as repayments. 


Increases, fiscal year 1960 


Salary, postage, and volume increases.—The increase in the appropriation for 
fiscal year 1960 is due to the following factors: (1) Increased salary and related 
costs under the provisions of the Federal Employees Salary Increase Act of 
1958, Public Law 85-462, approved June 20, 1958, resulted in an increase in 
the amount of $792,835; (2) increased postal rates from 3 cents to 4 cents for 
first-class postage which became effective August 1, 1958, under the provisions 
of Public Law 85-426, approved May 27, 1958, resulted in an increase in the 
amount of $2,466,187; and (3) increase in work volume of 20,580,000 items, 
the greater part of which represents increased social security payments. After 
taking into consideration savings resulting from management improvements, 
the increase in work volume will result in a net increase in the amount of 
$1,604,006. 

Additional equipment.—The unit cost for the fiscal year 1959, upon which 
the 1960 estimates are based, only includes $51,500 for the purchase of equip- 








ment. Due to shortage of funds during the last several years, the Division 
has not been able to purchase sufficient equipment to meet its needs. For the 
fiscal year 1960, an additional amount of $100,000 is requested for the purchase 
of equipment due to (a) replacement of wornout and obsolete equipment; (b) 
additional equipment required for increased work volume; and (c) equipment 
required for electronic checkwriting operations. The estimate of $100,000 does 
not include purchase of checkwriting equipment, but is for collateral equipment 
such as check storage cabinets, card file cabinets, and inserting and sealing 
machines, ete. 

Establishment of regional disbursing office to handle payments for consolidated 
weterans benefit data-processing system—The Veterans’ Administration has 
apnounced plans to consolidate the data-processing functions relating to benefit 
payment accounting and statistics for disability and death benefit programs 
into a centralized electronic data-processing center which will require a Treasury 
regional disbursing office capable of producing over 4.7 million checks per month. 
Conversion from the present system to the planned electronic data-processing 
system will begin in January 1960 and is expected to be completed by December 
31, 1960. In January 1960, one Veterans’ Administration field station will be 
converted to the new system. Two months will be taken to complete conversion 
of this first station’s accounts and to work out the operating problems in the 
system. Beginning in March 1960, and for the succeeding 9 months, the full 
workload will be transferred from the other 66 Veterans’ Administration regional 
offices to the center on a staggered basis. The Treasury regional disbursing office 
is to be located adjacent to the Veterans’ Administration processing center, thus 
providing maximum integration of procedures and facilities. The regional 
disbursing office will be staffed and equipped on a graduated basis to correspond 
to the Veterans’ Administration rate of conversion. 

Aside from the cost of initial conversion, the Division of Disbursement ex- 
pects recurring annual savings of $720,000. Checks will be written for benefit 
payments using a magnetic master payment tape, which will be maintained 
through the use of source data and products of the Veterans’ Administration’s 
own accounting, thereby eliminating the costly addressograph plate and punched 
ecard file maintenance in the Division of Disbursement. 

The net additional cost of establishing the new regional disbursing office and 
operating it for the period January to June 1960 is estimated at $261,000. Dur- 
ing the conversion period there will be a reduction in personnel in those regional! 
disbursing offices serving Veterans’ Administration stations commensurate with 
the reduced volume but such reduction could not be immediately proportionate 
to the workload converted. The period of shakedown in each office from which 
work is transferred, the terminal leave cost, and moving costs with respect to 
any employees who are transferred, together with the fact that the workload at 
the new regional office at the outset will be relatively small-—all contribute to 2 
one-time net cost of conversion, of which an amount of $261,000 is estimated for 
fiscal year 1960. 

The Division of Disbursement plans to close seven of the present regional dis 
bursing offices as soon as possible after the accounts for all Veterans’ Adminis- 
tration stations served by each of the seven regional disbursing offices are 
transferred to the processing center. The conversion pattern set up by the 
Veterans’ Administration should make it possible to close the seven offices during 
the period September 1960 through January 1961. The remaining workload 
of these offices will be transferred to other regional] disbursing offices. Savings 
resulting from the closing of the seven offices will constitute a substantial part 
of the $720,000 estimated annual savings referred to previously. 

Plans for the proposed regional disbursing office at the site of the Veterans’ 
Administration processing center contemplate a substantial work volume for 
other agencies in addition to Veterans’ Administration benefit payments. 


Program for installation of electronic high-speed checkwriting equipment 

The program for installation of electronic high-speed checkwriting equipment 
is being undertaken under the Division’s management improvement progra‘ 
to effect further economies in operation. The output of such equipment greatly 
surpasses that of mechanical equipment, and full application of electronic 
checkwriting techniques should result ultimately in large-scale savings. 

The first electronic equipment for processing Government checks was installed 
in the Boston regional disbursing office in February 1957. During the past 
year the Division had a total of five electronic machines in operation—one 
each in the Boston, Chicago, and Philadelphia regional disbursing offices and 
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two in the New York regional disbursing office. Approximately 16 million checks 
were processed with this equipment during the fiscal year 1958. 

In submitting the 1959 appropriation request, the Division anticipated net 
savings from the electronic program amounting to $117,500. However, it will 
not be possible to effect these saving due to (a) the curtailment of the con- 
version program necessitated by the reduction of appropriated funds and an 
increase in workload; (b) the delay of approximately a year and a half in the 
delivery of the equipment; and (c) the recurring difficulties experienced in ma- 
chine operations, both in the actual printing of the checks and in the preparation 
of the check listings. Inability to realize these savings adds further to the 
critical shortage of funds in the current year. 

A moderate program within the limits of available funds for the conversion 
of plates to cards and the delivery of three additional machines in 1959. en- 
vision completion of the conversion program underway in the New York regional 
disbursing office, as well as the conversion of all veterans’ payments in the 
Philadelphia regional disbursing office. Initial social security payments in the 
Chicago regional disbursing office will also be made from cards. This is only 
50 percent of the program originally planned through June 30, 1959. Altogether 
it is estimated that payments on the electronic equipment in 1959 will total 
58,217,000. 

In 1960 it is estimated that a total of 84,598,000 checks will be issued by use 
of the electronic equipment. Plans eontemplate that 2 additional machines 
will be acquired, making a total of 10. These machines will be necessary 
during the conversion period while the difficulties are being worked out, since 
it is not yet safe to schedule the machines for more than a one-shift basis in 
order to be certain of meeting payment schedules. Experience, thus far, has 
shown that an extra shift must be reserved as insurance against breakdowns and 
low production during the initial periods of training and refinement in operating 
procedures in the case of equipment so recently transformed from the develop- 
mental to the operating stage. Prospects for the program in 1960 anticipate 
that costs for conversion and savings will be in balance, but no net savings 
will be realized. 

In fiscal year 1961. net savings from the installation of electronic equipment 
are estimated at $296,380. In making this estimate it is anticipated that the 
conversions in the Chicago and Philadelphia regional disbursing offices will 
be completed, and a total of 109,344,000 checks will be issued through the 
use of the electronic equipment. The program originally contemplated for 
installation of the electronic machines will then be about two-thirds completed. 

While savings are not expected to be realized from installation of the electronic 
machines until fiscal year 1961, some of the more compelling reasons for going 
forward with the electronic program are: 

1. The potential for increasing the standard of service with attendant sub- 
stantial savings to the Government in the future. 

2. Despite an increased workload of over 32 percent between the fiscal years 
1954 and 1958, financed by appropriated funds, the Division has not had funds 
for purchasing a single item of checkwriting equipment since 1954. Thus, the 
equipment problems are compounded by (a) lack of replacements for normal 
usage, and (b) lack of additional equipment for the increased workload. The 
only thing that has made it possible to get the work out has been the addition 
of rented electronic equipment. Minimum requirements for the purchase of 
mechanical checkwriting equipment would have amounted to a minimum of 
$150,000 annually during this period. 

3. The report of the Joint Committee on the Disbursing Study highlighted 
certain areas in which further improvements and savings could be made under 
the present dishursing system through a joint cooperative approach by the admin- 
istrative agencies and the Division of Disbursement. Unless the use of electronic 
equipment is extended, the Division will be barred from effective participation 
in this vital interagency program. 

4. The change of the payment files from plates to cards as the media for 
writing checks, and use of rented electronic equipment as compared to the pur- 
chase of conventional machines, affords greater flexibility for taking advantage 
of further developments in checkwriting equipment without extensive conversion 
costs. 
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WORK VOLUME AND UNIT COSTS 

Work volume 

Estimates of work volume to be performed are obtained from the various 
agencies served. These represent estimates of the number and type of payments 
to be made during the year including the number of savings bonds to be issued 
to Government employees through the payroll savings plan. All estimates of 
work volume are analyzed in the light of the past year’s volume, current trends, 
legislation, and other factors. Where estimates appear inconsistent, discussions 
are held with officials of the agencies involved and revised estimates are obtained 
if necessary. 

There follows a table showing the number of payments by activities and the 
number of bonds for the fiscai vear 1958, the estimates for the fiscal years 1959 
and 1960, and the increase in 1960 over 1959. 




















Increase (+) 
1958 actual | 1959 estimate | 1960 estimate or de- 
crease (—), 

1960 over 1959 

1, Processing payments: 
Veterans’ Administration. ............-- $70, 614,917 | $70,532,377 | $70,050, 000 —$482, 377 
OEE 3, 843, 633 3, 400, 000 3, 300, 000 —104, 090 
Social Security Administration. --.....-. 116, 550,137 | 117,191,000 | 135,789,000 | +18, 598, 000 
BENGNES GOK PONTINOS on con mtnnesccesnccnes 36, 794, 293 35, 625, 000 37, 755, 000 +2, 140, 000 
CS eee eer 1, 370. 910 1, 500, 000 * 4 |} =e 
Public debt interest checks !_..........-- 5, 620, 739 5, 957, 000 6, 089, 090 +125, 000 
e 22, 948, 461 24, 794, 623 25, 094, 000 +299, 377 
Subtotal payments. _.................- 257, 743.090 | 259,000,000 | 279, 580, 000 20, 580, 000 
2. Issuance of savings bonds sal 2, 933, 491 3, 000, 000 en 
Total FE en er a a ae 260, 676, 581 262, 000, 000 282, 580, 000 +20, 580, 000 

















111 months in fiscal year 1958. 


Unit costs 

Actual costs are developed through a standard cost system for each type of 
check processed. Individual unit costs are developed by each type of check or 
bond for personal services, postage, and all other costs, such as supplies, printing, 
contractual services, etc. Management improvements and other savings reflect- 
ing reductions in cost are automatically reflected in the actual costs for that 
year. 

The 1958 actual unit cost was used as a base for developing the estimated 
unit costs for the fiscal years 1959 and 1960. Adjustments were made to the base 
for management and other savings from the prior year as well as nonrecurring 
eosts included in the actual cost for the prior year. Likewise, legislative in- 
creases, such as Salary increases and postal increases as well as increases in pro 
gram activities, were added to the base. 

Unit cost for fiscal year 1958.—The 1958 actual unit cost amounted to $0.0686, 
including cost of retroactively salary increase (Public Law 85-462) of $0.0013. 

Unit cost for fiscal year 1959.—The estimated unit cost of $0.0776 for the fiscal 
year 1959 was developed by using the actual cost for 1958, reduced by nonrecur- 
ring abnormal costs amounting to $256,519, and additional savings from manage- 
ment improvements effected in the fiscal year 1958 amounting to $135,427. In 
all, the unit cost has been reduced by $391,946. These reductions in cost will be 
more than offset by legislative increases, such as the Federal Employees Salary 
Increase Act (Public Law 85-462, approved June 20, 1958), which increased the 
Overall cost by $792,835, and the increase in first-class postage from 3 to 4 cents 
(Public Law 85-426, approved May 27, 1958), effective August 1, 1958, will re- 
quire $2,260,800 additional for postage on checks mailed for 11 months of the 
fiscal year 1959. Without the salary increase and postal-rate increase the unit 
cost for fiscal year 1959 would be $0.0659 and for fiscal year 1958 would have 
been $0.0673, or a reduction in operating cost of $0.0014. 

Unit costs for fiscal year 1960.—The 1960 unit cost was developed by using the 
1959 estimated cost as a base. This base was reduced by the amount of $225,028, 
made up of items totaling $204,530, representing reductions in the cost of process- 
ing payments and $20.498 in the cost of issuing U.S. savings bonds. Additions 
to base, totaling $3,259,022, comprised of $3,231,384 for processing payments 
and $27,638 for issuance of savings bonds. These additions represent the cost of 
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increased salaries (Public Law 85-462, approved June 20, 1958), totaling 
$792,835, and the postal-rate increase (Public Law 85-426, approved May 27, 
1958), totaling $2,466,187. To the above have been added the amount of $100,000 
requested for the purchase of additional equipment, the $261,000 estimated cost 
of establishing a regional disbursing office in conjunction with the planned 
Veterans’ Administration center, and $1,604,006 for increased work volume. 
The anticipated unit cost for 1960 is $0.0788. 

Costs for the fiscal years 1958, 1959, and 1960 include small amounts repre- 
senting the pro rata cost of participation by employees of the Division of Dis- 
bursement, in health programs, including those administered by the Public 
Health Service and other agencies, established under the act of August 8, 1946. 
The cost per employee varies in different localities, ranging from approximately 
$5 to $12 per year. 

EXPLANATION OF LANGUAGE CHANGES 


No appropriation language changes will be necessary during the fiscal year 
60. 


Analysis of appropriation base 
































Appropriation allo- Net change in base, 
cation for 1959 Adjustments in base increase (+) or 
decrease (—) 
Activity 
Average | Amount | Reduc- | Additions | Average | Amount 
positions tions positions 

1. Processing payments ........-... 1, 805. 6 |$17, 013, 589 | $204, 530 | $3,231,384 —59.3 |+$3, 026, 854 
2. Issuance of savings bonds_-.-.---- 60. 267, 411 20, 498 27, 638 —5.0 7,140 
Es ccntscdeineie enieacsnnendieaeeetl 1, 866.0 | 17, 281,000 225, 028 3, 259, 022 | —64.3 | +3, 033, 994 





Under Executive Order 6166, the Division of Disbursement is charged with 
the responsibility for making all payments for the civilian executive departments 
and agencies with certain exceptions. These payments relate to (a) veterans’ 
payments; (b) national service life insurance premium dividends; (c) social 
security benefit payments; (d) tax refunds; (e€) payments for civil service retire- 
ment annuities, employees compensation, salaries of Federal employees and mis- 
cellaneous payments to creditors of the U.S. Government; (f) public-debt-interest 
payments to registered owners of Government securities. There follows a brief 
description, work volume, cost and unit cost for the fiscal years 1959 and 1960 
for the major classes of payments. 


(a) Veterans’ payments 














1960 appro- | 1960 estimate | 19€0 increase 

priation base over base 
Work volume.-. 70, 532, 377 70, 050, 000 —482, 377 
Unit cost. _-.-- < $0. 0804 $0. 0901 +-$0. 0037 
BN intiemtintevnnsdivenecnatesvercuhonsndnownewsin -| $6,094, 769 | $6, 313, 243 +$218, 474 





{ 





(b) Premium dividends on national service life insurance 





| 
19€0 appro- | 1960 estimate | 1969 increase 


priation base | over base 
ssl a I a 
Work WONING..-- ence ceccnccnsoncancons de a Seg 3,400,000 | 3, 300, 000 —100, 000 
ES $0. 0748 | $0. 0753 —$0. 005 








$254, 474 | $248, 352 —$6, 122 
| | 





36439—59-—_18 
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(c) Social Security Payments 




















1960 appro- 





1960 estimate 





1960 increase 





priation base over base 
IN ee 5 ol os i maeienenaal 117, 191,000 135, 789, 000 +18, 598, 000 
Unit cost ae: $0. 0702 $0. 0718 +$0. 0016 
I iat eens Gcanisea ieee eagila eagucinicharatniindaleninniemencuatenaeel $8, 227, 357 $9, 754, 315 +$1, 526, 958 





There follows a table which shows the actual social security work volume and 
increases for the fiscal years 1945 through 1958 and the estimates for 1959 and 














1960: 

Fiscal year Volume Increase over Fiscal year | Volume Increase over 

prior year prior year 
EE ean 12, 547, 976 2, 605, 107 57, 972, 251 1 4,082, 171 
| ESR eee 16, 465, 194 4, 117, 218 68, 699, 729 10, 727, 478 
eee 20, 994, 669 4, 529, 475 || 79, 721, 869 11, 022, 140 
. aa 24, 606, 406 3, 611, 737 | 91, 750, 351 12, 028, 482 
_,, SERRE 28, 846, 803 4, 240, 397 104, 294, 148 12, 543, 797 
SEE 33, 906, 099 5, 059, 296 | 116, 550, 137 12, 255, 989 
_, eee 43, 034, 338 Q, 128, 239 | 117, 191, 000 640, 863 
eee 53, 890, 080 10, $55, 742 | 135, 789, 000 18, 598, 000 
iW 




















1 Changes in the method of paying widows and dependent children resulted in a lower increase for the 


fiscal year 1953. 


2 During the fiscal year 1958, approximately 1,000,000 cases involving a separate payment to husband and 
This resulted in a lower increase for the fiscal year 1959, 


wife were consolidated into a single check for both. 


(d) Tax refunds 


3 Estimated. 











1960 appro- | 1960 estimate | 1960 increase 
priation base over base 
Werk voeme....- .--=-.-..-- —_— ridinernn mn | 37, 125, 000 39, 265, 000 +2, 140, 000 
|. | a UAE Bet SBE STARE BRS tS ON $0. 0711 $0. 0719 +$0. 0008 
(eee eee Seen eee es anae $2, 638, 075 $2, 821, 439 +$183, 364 





(e) Public debt interest payments 








1960 appro- 


1960 estimate 








1960 increase 




















priation base over base 
Op ee 5, 957, 000 6, 082, 000 125, 000 
| >. 2S $0. 0841 $0. 0841 |...---- ‘ 
(ee ee See ee: | $500, 109 $511, 630 $11, 521 
(f) Payments for other agencies 
1960 appro- | 1960 estimate | 1960 increase 
priation base over base 
I re al Ni 24, 794, 623 25, 094, 000 +299, 377 
Unit cost-- - $0. 0938 $0. 0939 +$0. 0001 
I sien ngnininiad aanauiainaioameniielien $2, 325, 659 $2, 356, 470 +$30, $11 

















PRODUCTION 


OF EMPLOYEES 


During the years, the management of the division has striven to improve oper- 


ations by use of improved methods and equipment. 
As an indication of the progress that has been made in securing 


operation. 


This has been a continuing 





greater production per employee, there follows a table which shows for each 
year since 1947 the total number of items (including reimbursable items) proc- 
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essed, the number of employees required to perform the work, and the average 
production of each employee. 











| | | 

| Average Percentage 

Number of | Number of | production | of increased 

Fiscal year items employees | peremployee| production 
(thousands) | per employee 

over 1947 

og | 172, 488, 422 3, 735 at See eee 
1948 (actual)... 171, 555, 651 3, 449 49 t 
1949 (actual)... 183, 925, 581 3, 387 54 17 
OE SE oe EE Seen ae eee 198, 097, 940 3, 388 58 26 
PE OD oped dns mncuanchnnnwendnenadaneeed 188, 027, 401 3, 135 60 30 
| eee ee 2, 932 67 46 
$B KantIGI) oo .onnnce 2 oou-s-- aoe cocccse.-| 100 OUR GED 2, 523 79 72 
SERINE opleoiinadassnnesecomioscecassmenesn 206, 978, 202 2, 286 91 98 
Sees 212, 514, 246 2, 197 96 109 
226, 528, 426 1,944 110 139 
243, 169, 178 1, 960 117 154 
265, 073, 053 2,023 123 167 
265, 698, 000 1,914 139 2 
285, 868, 000 1, 994 143 211 




















In order that the average production per employee for the fiscal years 1956 
through 1958 may be comparable with the figures reflected for other years, the 
work volume for the Birmingham Social Security Office, which is included in the 
number of items shown above, has been excluded from the computation of the 
average production per employee for those years. 

Mr. Gary. I understand, Mr. Cannon, you are going to testify as 
to this Division. We shall be very glad to hear from you at this time. 


GENERAL STATEMENT 


_ Mr. Cannon. Thank you, Mr. Chairman. 

Mr. Chairman and members of the committee, the Division of Dis- 
bursement was established under authority of section 4 of Executive 
Order 6166, dated June 10, 1933 (5 U.S.C. 124), to bring into one 
agency in the Treasury Department the disbursing activities of civilian 
agencies of the executive branch of the Government, with a few excep- 
tions, such as the Post Office Department and U.S. marshals. The 
underlying reason for the establishment of the Division of Disburse- 
ment and the consolidation of civilian disbursing activities into one 
agency was to enable the Government to realize savings through the 
use of mass-production techniques and specialized high-speed ma- 
chines on a concentrated large-volume operation. The average cost 
for preparing a Government check in 1933 was 13.5 cents. Today a 
check costs an average of only 4.2 cents to prepare, despite the fact that 
since 1983 Government salary costs have more than doubled and other 
costs, such as supplies, equipment, freight, and express have increased 
substantially. In fact, with the recent increase in postage from 3 
to 4 cents (Public Law 85-426) it now costs more to mail certain 
types of checks (i.e., social-security-benefit checks and tax-refund 
checks) than it does to prepare them, including the cost of labor, 
materials, and overhead. 

At the time the Division of Disbursement was created in 1933 there 
was consolidated in its functions the disbursing work performed by 
more than 500 separate disbursing offices. Today the Division of 
Disbursement, through its 22 regional disbursing offices, makes pay- 
ments and issues savings bonds for more than 1,400 separate Govern- 
ment offices. Where it is in the interest of economy and efficiency to 
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do so the Division has authority to delegate the exercise of its func- 
tions locally. Under this authority the Division has delegated dis- 
bursing operations to disbursing officers stationed at embassies and 
consulates in virtually all foreign countries. The Division has also 
delegated disbursing operations to agents in many other Government 
offices, including Veterans’ and Public Health Service hospitals, where 
it is desirable that cash payments be made to cover small purchases 
and payments from personal funds of patients. The Division retains 
technical supervision over the disbursing activities of disbursing offi- 
cers and agents to whom such operations have been delegated. 


BASIS FOR PREPARING APPROPRIATION ESTIMATES 


The estimates of work volume (i.e., checks and savings bonds to be 
issued) were obtained from the departments and agencies concerned. 
We cannot control the volume of work to be processed since the pro- 
grams which govern the volume of payments are administered by the 
various executive departments and agencies. We must be prepared 
at all times to make prompt payments to veterans and their depend- 
ents, social-security annuitants, Government employees, and public 
creditors, generally, based upon certification of the various depart- 
ments and agencies. We must, therefore, rely upon the estimates of 
work volume prepared and submitted by such departments and agen- 
cies in determining our appropriation requirements. 

The actual unit cost for the latest completed year (1958) was an- 
alyzed and adjusted to exclude nonrecurring costs incurred in that 
year and was further reduced by the amount of savings expected to 
accrue from management improvements effected and additional man- 
agement savings anticipated for the fiscal years 1959 and 1960. Ad- 
justments were also made to the base unit cost to meet increases due 
to legislative action, such as the recent postage rate and salary rate 
increases, and to give effect to other known items of increased cost, 
such as changes in program activities and the procurement of essential 
equipment required to take care of the increased work volume. The 
unit cost so determined was then applied to the estimated work volume 
in arriving at the amount of appropriation needs for the ‘iscal 
year 1960. 


APPROPRIATION ESTIMATE FOR FISCAL YEAR 1960 


The Division of Disbursement is requesting an appropriation of 
$22,280,000 for the fiscal year 1960, an increase of $4,999,000 over the 
amount available for 1959, after taking into account an item of non- 
recurring expense and additional anticipated savings aggregating 
$225,028. Approximately half of the increase over the 1959 appro- 
priation is due to the increased postal rates. The other half is at- 
tributable mainly to recent legislation increasing Government salaries 
and to increased work volume. A relatively small portion ($100,000 
or about 2 percent) of the increase relates to the need for purchase of 
essential equipment to process a substantial increase in work volume 
and to replace wornout machines. Provision is also made for ex- 
penses to be incurred in the consolidation of disbursing activities to 
utilize the most up-to-date electronic checkwriting equipment, coordi- 
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nate with plans of the Veterans’ Administration to establish an elec- 
tronic data processing center for its accounting and statistical work. 
As will be seen, this would be a one-time expense which would enable 
substantial annual economies thereafter. Most of the increase of $4,- 
999,000 covers the cost of our work in connection with social-security- 
benefit payments and will be reimbursed to the general fund of the 
Treasury from the trust funds involved under the provisions of law, 
as referred to later in this statement. Mr. Chairman, I have here a 
statement which analyzes the appropriation increase for 1960. With 


your permission I would like to insert this statement in the record at 
this point. 


Analysis of appropriation increase for 1960 over 1959 

















Amount appropriated, 1959 $17,300, 000 
Transferred to “Salaries and expenses, Office of the Treasurer”’___ -19, 000 
Appropriation available, 1959 17, 281, 000 
Deduct: 
Anticipated savings over the amount reflected in the 
1959 revised estimates $180, 028 
Elimination of nonrecurring expense incurred in 
1959 45, 000 
Total deductions 225, 028 
Add: 


Increased requirements: 
(a) Postage rate increase (Public Law 85-426) 

(postage on increased work volume not 

included ) 2, 466, 187 
(b) Salary rate increase (Public Law 85-462) 

(salary cost on increased work volume not 

included) 792, 835 
(c) Work-volume increase of 20,580,000 items 

over original 1959 estimates (includes sal- 

ary and postage costs at increased rates) -_~ 1, 604, 006 
(d) Additional amount requested for equipment 100, 000 











(e) Change in program activity--..___------- 261, 000 

Total addition 5, 224, 028 
Net total increased requirements over amount available for 1959_. 4,999, 000 
Appropriation requested for 1960 22, 280, 000 





EXPLANATION OF INCREASES FOR 1960 


I would like to explain the various items of increased cost as set 
forth in the analysis of appropriation increase. _ 

(a) Postage rate increase: Under the provisions of an act ap- 
proved August 15, 1953, and the regulations of the Postmaster Gen- 
eral, the Division of Disbursement is required to reimburse the Post 
Office Department on a quarterly basis for the amount of postage 
accrued on checks mailed individually during the quarter. On bulk 
mail matter the Division affixes postage at required rates. Of the 
total volume of checks and bonds issued, in excess of 90 percent are 
mailed individually to the payees. The remainder represents salary 
checks and savings bonds and are either delivered direct to agents or 
bulk-mailed to agents in the administrative offices for personal de- 
livery. Public Law 85-426, approved May 27, 1958, provides for a 
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general increase in postage rates, including an increase of 1 cent per 
ounce or fraction thereof for first-class matter. 

The Division will endeavor to absorb the increased postage cost on 
bulk mailings. However, an increase of $2,466,187 for postage will be 
required to pay the increase of 1 cent each on an estimated 246,618,700 
items to be mailed individually. This figure does not include postage 
on the increased work volume of 20,580,000 items which is included 
under item (c) of the table at the 4-cent rate. 

(6) Salary rate increase: Public Law 85-462, approved June 20, 
1958, increased the salaries of employees of the Division of Disburse- 
ment approximately 10.5 percent, for which the additional amount of 
$792,835 will be required. This amount does not include any salary 
cost on increased work volume which is included under item (c) of 
the table. 

(c) Work volume increase: The appropriation for 1959 was based 
upon an estimated 262 million items. Estimates furnished by the vari- 
ous agencies for 1960 indicate that next year we will be required to 
process 282,580,000 items, or an increase of 20,580,000. Of this in- 
crease, 18,598,000 items represent increased volume of social security 
benefit payments. Other items of increase are tax refunds, 2,140,000; 
public debt interest checks, 125,000; other agencies, 299,377. Vet- 
erans’ Administration payments are expected to show a decrease of 
582,377 for 1960. The cost for the increased work volume will amount 
to $1,604,006, including charges for postage and salaries at the in- 
creased rates. While a relatively small increase in overhead costs is 
expected in connection with this increase in work volume, we have 
nevertheless excluded overhead cost in computing the unit rate for 
the additional work on the basis that we will absorb it. 

(d) Additional amount requested for equipment: I have here two 
charts marked “A” and “B.” Chart A shows the total work volume 
figures for fiscal vears from 1949 to 1959. Chart B shows the total 
outlay for equipment purchases during the same years. With your 
permission, Mr. Chairman, I would like to insert charts A and B 
in the record at this point. 
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CHART A 


NUMBER OF ITEMS PROCESSED 
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Cuart B 
EQUIPMENT PURCHASES 
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You will note from chart A that there has been a steady increase in 
work volume from 183.9 million items in 1949 to 207 million items 
in 1954. Our equipment purchases during this period averaged 
$358,700 annually. This amount permitted the replacement of worn- 
out and obsolete equipment and the purchase of such additional equip- 
ment as was required to meet increased workload and to maintain the 
Division’s equipment modernization program. However, since 1954 
we have not had funds to replace any more than a bare minimum of 
wornout machines. Much of our equipment is in a deplorable condi- 
tion and well beyond the period of useful and economical life, neces- 
sitating frequent shutdowns and expense for repairs and overtime to 
meet payment deadlines. Moreover, our machine capacity is being 
taxed to the danger point to keep pace with our rapidly increasing 
workload. Again referring to chart A, between 1954 and 1959 the 
workload increased from 207 to 274.1 million items, an increase of 32 
percent. During this same period, as shown by chart B, expenditures 
for equipment dropped from $362,000 in 1954 to $29,400 in 1955, 
$126,000 in 1956, $117,000 in 1957, $17,500 in 1958, and $52,000 in 
1959, or an average of $68,500 for the 5-year period. This represents 
a decrease of 81 percent in our outlay for equipment during the past 5 
years in the face of an increase of 32 percent in work volume. 
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We are not asking for funds for the purchase of major items of 
checkwriting machines. As this committee has been informed, we are 
now embarked upon a program of converting our checkwriting opera- 
tions to electronic machines, which are procured on a rental basis. 
The amount requested for 1960 will enable the Division to replace 
some units of wornout, obsolete eanipment. such as check-signing ma- 
chines, inserting and sealing machines, and adding machines. Also, 
this amount will enable purchase of certain badly needed pieces of 
additional equipment to meet the increase in work volume. 

(e) Changes in program activity: The Veterans’ Administration 
has inangurated a program to brine together from its 67 remional 
offices to a central point the accounting and statistical work relating 
to its disability and death benefits and to place such work on elec- 
tronic data-processing equipment. We have been working closely 
with representatives of the Veterans’ Administration to coordinate 
Treasury disbursing activities with their accounting and statistical 
activities. It is planned that the Treasurv will establish adiacent 
to the electronic data-processing center of the Veterans’ Administra- 
tion a regional disbursing office canable of producing approximately 
5 million veterans’ checks ner month. In addition, this regional dis- 
bursing office will handle the work of the other Government agencies 
in the area. 

The Veterans’ Administration plans to convert the benefit ac- 
counts of one regional office to the new system in January 1960. Al- 
lowing 2 months to work out onerating problems in the system, 
thev plan. heginning in March 1960, to bring in the workload from 
their 66 other regional offices. Conversion to the new system is ex- 
pected to be comnleted by December 31, 1960. T.ocation of the Treas- 
ury regional disbursing office adjacent to the Veterans’ Administra- 
tion center will enable maximum integration of procedures and fa- 
cilities throneh the joint use of source data and products of the 
Veterans’ Administration’s own accountine. 

Beginning with the first fiscal year following completion of con- 
version, the division of disbursement expects recurring annual sav- 
ings of $720,000 from the consolidation of its veterans payment ac- 
tivities. The net additional cost of establishing the new recional 
disbursing office and onerating it during the last half of fiseal year 
1960 is estimated at $261.000. We anticinate further net additional 
costs in fiscal year 1961 before we can begin to realize net savings 
from this program. During this period there will be a reduction 
in personnel in the regional disbursing offices from which the veterans 
work is transferred, but this could not immediately be proportionate 
to the workload converted. The period of shakedown in each office 
from which work is transferred, the terminal-leave cost for employees 
who elect to retire, and moving costs with respect to emnloyees who 
are transferred to our other regional offices, together with the fact 
that the workload of the new regional office at the outset will be rela- 
tively small—all will contribute to the one-time net cost of 
conversion. 

The Division of Disbursement plans to close several of the present 
regional disbursing offices as soon as possible after the accounts for 
the Veterans’ Administration stations are transferred to the proc- 
essing center. The workload remaining in these offices will not be 
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sufficient to justify their continuance. The conversion pattern set 
by the Veterans’ Administration is expected to make it possible to 
complete closing of these offices during the fiscal year 1961. The 
remaining workload of the offices closed will be transferred to other 
regional disbursing offices. Employees who are willing to accept 
transfer will be offered positions in other regional disbursing offices. 
Every effort will be made to place with other Government agencies 
the remaining employees whose jobs will be surplused. 


MAJOR ITEMS OF COST 


Many of the major items of expense we incur should be classed 
in the nature of fixed charges, and, as in the case of work volume, 
subject to no control on our part. In this category are items such as 
postage, which accounts for 47.2 percent of our total cost; blank 
check stock 3.5 percent; check envelopes 2.7 percent; and other essen- 
tial supplies 1.4 percent. Items of fixed cost have steadily increased 
and now constitute 55 percent of the total appropriation request. 
However, through intensive and continuing management efforts our 
personal services cost has been greatly reduced, and now, even with 
the recent increase of 10.5 percent, amounts to only 37 percent of the 
total appropriation. The remaining 8 percent of the appropriation 
represents costs such as rents and utility services, transportation of 
things, communications other than postage, contractual services for 
machine maintenance and repairs, purchase of equipment, travel, 
~ the Government’s contribution to the civil service retirement 

und, 

I have a table, Mr. Chairman, which shows on a percentage basis 
the major items of expense which go to make up our appropriation 
request for 1960. With your permission I would like to insert this 
table in the record. 


Statement reflecting estimated obligations by major items and percentage of each to 
the total, fiscal year 1960 











Estimated Percent to 
obligations total 
EELS a nea a ae ee Oe, $8, 162, 695 36. 64 
al Sate Te RR SR RE Ae PSE EA Oe ae re NRE Ee ear! 10, 517, 965 47. 20 
ecu enmncininaaneenitistemennenissmininiennieinl 773, 015 3.47 
Check envelopes.-.._.-.....----- LEA IS TLIO DEDEDE 604, 697 272 
EE EEE EE en ee 320, 290 1, 44 
All other, i.e , equipment rental, transportation of things, contractual serv- 
ices, equipment, travel, Government contributions to civil service retire- 
ii eh eS eS ea ee eee 1, 901, 338 8.53 
RI rie eee ae eae ca ene anaKeiebae baeseulouuunane 22, 280, 000 100. 00 











COST FOR SOCIAL SECURITY WORK TO BE PAID FROM TRUST FUNDS 


Of the total amount of $22,280,000, requested for 1960, an estimated 
44 percent, or $9,754,000 will be expended to cover the cost of work 
performed by the Division of Disbursement in issuing checks relating 
to social security benefits and will, therefore, be charged against the 
Federal old-age and survivors insurance trust fund and the Federal 
disability insurance trust fund. Section 201 g of the Social Security 
Act as amended (42 U.S.C. 401 g) requires the managing trustee 
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(Secretary of the Treasury) to withdraw from the two trust funds 
the amount of the estimated expenditures of the Treasury Depart- 
ment for the administration of titles II and VIII of the Social Se- 
curity Act. Such withdrawals are covered into the general fund 
of the Treasury as repayments, thereby reducing the amount of 
budget expenditures. The remaining amount requested for 1960, or 
$12,526,000 will represent actual budget expenditures. 


APPROPRIATION FOR 1959 


The 1959 act appropriated $17,300,000 for the Division of Dis- 
bursement. Of this amount, $19,000 was transferred to the appropri- 
ation “Salaries and expenses, Office of the Treasurer,” to cover the 
cost of work transferred to that Office, leaving $17,281,000 available 
for 1959. As the result of legislation passed after the enactment of 
the 1959 appropriation bill (e.g., postage and salary rate increases, 
social security rate increase) and the heavy increase in work volume 
over that provided for in the 1959 appropriation, the Division of 
Disbursement is faced with greatly increased costs for 1959 not pro- 
vided for in the appropriation. In addition it was necessary to defer 
the purchase of envelopes and other essential supplies amounting to 
$252,000 from the fiscal year 1958 to the fiscal year 1959 in order 
to stay within our appropriation for 1958. This action resulted in 
shorting inventories below safe operating levels. This amount will 
have to be made up in 1959, or we will face a far more critical situ- 
ation at the start of the fiscal year 1960. We are making every effort 
to restore the amount of $252,000 in our inventories out of savings 
this year. However, we do not see how any further absorption of in- 
creased costs in 1959 will be possible without seriously impairing the 
payment services of the Division of Disbursement. 


DISBURSING STUDY 


During last year’s hearings we commented upon the conclusion of 
the disbursing study and the submission to your committee on Decem- 
ber 20, 1957, of the report of the Disbursing Study Committee, ap- 
proved by the Director of the Bureau of the Budget, the Comptroller 
General, and the Secretary of the Treasury. Consistent with the con- 
clusions of the study, the Division of Disbursement, in cooperation 
with the Veterans’ Administration and the Social Security Adminis- 
tration, closed the two disbursing test operations. The New York 
Veterans’ Administration regional office test was terminated and the 
disbursement. operation returned to the New York regional disbursing 
office May 1, 1958. The test operation of the Social Security Payment 
Center, Birmingham, Ala., was terminated and the Treasury regional 
disbursing oflice was reinstated in Birmingham effective September 7, 
1958. 

The basic procedural improvements suggested by the Disbursing 
Study Committee affecting the joint operations of the Veterans’ Ad- 
ministration and the Division of Disbursement are being placed in 
effect by our respective agencies as rapidly as possible. Progress in pro- 
cedural improvements affecting social security work has been delayed 
somewhat due to lack of funds for conversion work, the necessity of 
handling a greatly increased work volume and carrying out the social 
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security rate change required under Public Law 85-840, approved 
August 28, 1958. However, we will proceed as the situation permits 
within the limits of available funds, in effecting the procedural im- 
provements covering social security work. Savings will be realized 
from these changes as a whole, both to the Division and the agencies, 
as soon as original conversion costs have been taken care of and the 
program has been completed. 


ELECTRONIC PROGRAM 


We have made considerable progress in the furtherance of our pro- 
gram of conversion to electronic checkwriting methods since the first 
electronic machine was installed in the Boston regional disbursing 
office in 1957. However, our program in this direction has not pro- 
ceeded as rapidly as we had hoped. As is the case with most major 
improvement programs, there is an element of cost involved before 
any benefits can be derived. In the case of our conversion from 
mechanical checkwriting machines to electronic machines, the first 
cost is the conversion of the checkwriting media from embossed metal 
plates to punched cards. The various steps involved in this con- 
version are— 

(1) A transcript is printed from the embossed metal plates showing 
the name and address, account number, amount, and such other data 
as must appear on the check. 

(2) This transcript is then edited so that the data to be punched in 
the cards will be compatible with the card layout. 

(3) The next operation is the punching of the check data into the 
cards. After the punching operation is completed, the cards are veri- 
fied as to accuracy of the information punched. 

(4) After a file of punched cards is established a period of 2 to 3 
months’ actual use in checkprinting operations is necessary to perfect 
the punching and to insure accurate and uninterrupted electronic 
machine operation. 

Since the electronic checkwriting operations involve new proce- 
dures and new equipment never before used for this purpose the manu- 
facturer has experienced difficulty in locating and correcting faults in 
the machines. The result has been a considerable amount of machine 
downtime in making the necessary corrections and adjustments. This 
has necessitated added cost for overtime on numerous occasions in 
order to complete work on schedule. However, we feel at this time, 
as does the manufacturer, that progress in the direction of eliminat- 
ing machine faults has proceeded satisfactorily and that we have about 
reached the point where the electronic checkwriting machines now in 
use substantially meet the specifications of such equipment. Some ma- 
chines which we now have in use consistently produce between 70,000 
and 80,000 checks per machine in an 8-hour shift. 

The next element of cost lies in the training of personnel. Here we 
are dealing with a situation involving sweeping changes in the method 
of writing checks. Employees who are fully competent and trained 
in former procedures and operating former types of mechanical equip- 
ment must be completely reoriented to new procedures and new ma- 
chine operations. Several months are required before the employees 
can be considered reasonably proficient in the new techniqués and new 
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machine operations. ora the period of training, costs are higher 
and operations less effective than they will be later on. 

However, as a result of experience which we have gained to date in 
our progress toward conversion we are more than ever convinced that 
we are on the right track and that we must look to the expanded use 
of this new type of equipment for substantial savings in the future. I 
would like to point out that had it not been for the installation of elec- 
tronic equipment and the progress made thus far in converting to this 
equipment it would not have been possible for us to handle the in- 
creased workload. 

In submitting our 1959 appropriation request we anticipated net 
savings of $117,500 from the electronic program. However, these 
savings will not be realized in 1959 since it became necessary, due to 
limited funds and increased workload, to curtail our program for con- 
version to electronic machines. This further slows up our conversion 
program since we look to savings from electronic operations to help 
finance the cost of successive conversions. Our inability to realize 
these savings this year adds further to the critical situation with re- 
gard to our 1959 appropriation which I have eer mentioned. 

In 1960, we estimate that a total of 84,598,000 checks will be pre- 
pared by electronic machines. We also estimate that anticipated con- 
version costs in 1960 and savings will be approximately equal. While 
we do not anticipate net savings from these installations in 1960 we 
expect to be far enough along in 1961 that we will be able to print a 
total of 109,344,000 checks on electronic equipment with a net savings 
of $296,380 over conversion costs. 

We will continue to push the electronic program as rapidly as pos- 
sible within the limits of available funds and will keep the committee 
informed as to progress in this direction. 


PRODUCTION AND COSTS 


The production and cost comparisons between the years 1947 and 
1960 are illustrated on charts I to VI, inclusive, which I have prepared, 
and with your permission, would like to insert in the record. My rea- 
sons for going back to 1947 as a basis for comparison are, first, our 
total personnel in 1947 was 3,735, which was the highest in the history 
of the Division ; second, 1947 marked the initiation of plans for the first 
equipment modernization program in the Division. This program ac- 
tually began to get underway in 1949 with the installation of the first 
microfilm machines and in 1950 with the installation of the first high- 
speed mechanical checkwriting machines. 

The figures shown for 1959 in the charts are predicated upon in- 
creases due to increased work volume and other increases due to legis- 
lative action, not included in the 1959 appropriation. The production 
and cost figures in all charts include work performed on a reimburs- 
able basis. 

Chart I, number of items processed: This chart shows the work 
volume by year, beginning with a total of 172.4 million items in 1947, 
with the volume increasing year after year to an estimated total of 
285.8 million items in 1960, an increase of 65.8 percent. 

Chart II, average number of employees: As previously stated the 
Division had a total of 3,735 employees in 1947. As the results of the 
first equipment modernization program began to be felt, the average 
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number of employees dropped, reaching a low of 1,944 in 1956. In 
that year virtually the full effects of the first equipment moderniza- 
tion program were realized. The average number of employees in- 
creased to 1,960 in 1957, and 2,023 in 1958, due to the greatly increased 
volume of payments and to additional work incident to the inaugura- 
tion of our second equipment modernization program, i.e., the conver- 
sion of payment activities to electronic machines. 

What appears to be an increase in the number of employees in 1959 
over 1958 is due to the fact that the figure of 2,056 employees for 1959 
includes an average of 48 employees for the reestablished Birmingham 
regional disbursing office. The employees doing this work were on 
the Social Security Administration payroll prior to September 7, 
1958. However, funds to cover Birmingham costs were carried in the 
Division’s appropriation and were transferred to the Social Security 
Administration during the test operation. 

We are projecting an average of 1,994 employees in 1960. Thus 
we will undertake to process 11.7 million more payments in 1960 with 
62 less employees than in 1959. We have set this as a goal for 1960 
even though we realize that it will be difficult to attain considering, in 
addition to increased work volume, the dislocations due to the elec- 
tronic conversion program and the program for centralizing veterans 
benefit payments. In regard to the personnel reductions since 1947, 
I am pleased to inform the committee that these reductions have been 
acomplished largely through not filling vacancies. We have had con- 
siderable success in placing in other agencies those employees whose 
services have had to be terminated involuntarily. 

Chart III, average number of items processed per employee: Note 
that the average in 1947 was 46,000 items. This average production 
has been steadily increasing over the years. We are anticipating an 
average production of 143,000 items per employee for 1960, or an in- 
crease in productivity of 211 percent over that attained in 1947. 
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Chart IV, average salary per employee: This chart reflects a rise 
in the average salary per employee from $2,329 in 1947, to $4,185 in 
1960, or an increase of 79.6 percent. The fiscal years 1959 and 1960 
reflect a sizable increase over 1958, due to the pay raise granted under 
the Federal Employees Salary Increase Act of 1958. Our average 
salary is lower than that to be found in most Government agencies 

ause ours is a mass production job and most of our employees are 
in grades GS-4 and below. 

hart V, personal services cost: Of interest to this committee will 
be the fact, as illustrated in chart V, that the Division’s total cost for 
personal services in 1960 (including reimbursements) will be $350,000 
less than in 1947, notwithstanding the fact that the Division will be 
required to process 65.8 percent more checks in 1960 than in 1947, and 
the further fact that average salary in 1960 is 79.6 percent higher than 
in 1947. 

Chart VI, processing unit cost: The unit processing cost per check 
fluctuated between 1947 and 1952, due to variations in work volume and 
salary increase legislation. However, the unit processing cost de- 
clined steadily from a high of 6.4 cents in 1952, to slightly over 4 cents 
in 1958. The unit processing cost is expected to show a moderate in- 
crease to 4.2 cents in 1960, due to the cost of increased salaries and 
added costs due to the electronic conversion program and the establish- 
ment of a central disbursing facility for veterans benefit payments. 

Mr. Chairman and members of the committee, there isn’t a person 
in the Division of Disbursement who is not constantly mindful of our 
goal toward maximum production with maximum quality of service 
at the lowest possible cost. We take pride in the record of achievement 
which these charts depict, with confidence that further improvements 
can be continued into the future. Much of this confidence rests on 
the knowledge that we have always had the support of the chairman 
and members of this committee as well as their sympathetic under- 
standing of our problems in striving to operate with increasing effi- 
ciency and economy. I wish to express my appreciation for this 
opportunity of appearing before you to tell our story. 
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CHART II 
AVERAGE NUMBER OF EMPLOYEES 
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CHART III 
NUMBER OF ITEMS PROCESSED PER EMPLOYEE 
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CHART IV 
AVERAGE SALARY PER EMPLOYEE 
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PERSONAL SERVICES COST 
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CHART VI 
PROCESSING UNIT COST 
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Mr. Gary. Thank you, Mr. Cannon. 


EQUIPMENT REQUIREMENTS 


What is the extent of the backlog in equipment requirements? 

Mr. Cannon. We have a list of equipment which we need, Mr. Chair- 
man, for 1960, which is embodied in this additional $100,000 which I 
mentioned as being the increased cost over 1959. Our total equip- 
ment needs for 1960 are estimated at $152,621. These needs are 
represented by $93,231 worth of machines to replace worn out or 
obsolete equipment and $59,390 worth of equipment needed to meet the 
increased work volume. This breakdown, Mr. Chairman, of our 
equipment needs for 1960 I have in statement form which, if you de- 
sire, I would be happy to insert in the record. 

Mr. Gary. If you will insert it at this point in the record. 

(The statement referred to is as follows :) 

















Type of equipment Quantity | Unit price | Amount 
1. Equipment repl t requir ts for wornout or obsolete 
equipment: 

I ea a a cialsiaemaennensaminbeion 15 $378 $5, 670 
TPIIIIIII 5, 01 astusacccmtsssen chamienateinadanpieietaticenn kieesihamaibene seis 30 175 5, 250 
Machines, inserting and sealing - -- 12 4, 200 50, 400 
Machines, microfilm and check signer___......-...---------- 2 5, 000 10, 000 
OEE Ee 6 2, 000 12, 000 
oo OS eee eer eee 30 220 6, 600 
en en NG og Sco nn cundauntunstcssdincusiswbninenaneleiienenpeenh 3,311 

cecilia esi eigen te sat enn et vaiditettcen inl i madonna dante matinee: 93, 231 








11. Equipment requirements for increased volume: 
EEE EAE. 130 220 28, 600 
33 























Cabinets, tabulating card _ - 30 1 3,990 
Machines, inserting and sealing. _.............-.-.-.---.--.- 4 4, 200 16, 800 
Machines, microfilm and check signer. -_........-.-.-------- 2 5, 000 10, 000 
EN Se an ee EE ee Ne ee 59, 390 
ES ES RO EE TEED LD mee es ae 152, 621 

Re II « ctieitiinentcccngutsnccdnekccabiwesecessniediiiwnnincentepaanedatiped 399 
Amount applicable to appropriated funds-_..._.-.-.-------- nd kgbdudihe cdl Ghaacudeubes 152, 222 





Mr. Gary. What annual level of funding would be required to 
modernize the Division’s equipment on a sustained basis ? 

Mr. Cannon. We estimate approximately $150,000 a year for equip- 
ment purchases, in view of the fact we are now paying rental on the 
major checkwriting machines. We estimate that $150,000 a year 
would just about keep us going and meet the increased work volume, 
bearing in mind that we are not asking for money to buy major items 
of checkwriting machines. They will be rental machines, leaving 
such equipment as adding machines, thermalprint machines, signing 
machines, inserting machines, card cabinets, enclosed check cabinets, 
et cetera, which we will still have to purchase. 

Mr. Gary. Could any operating economies be expected to result from 
such an equipment program ? 

Mr. Cannon. Yes. As I indicated, we have been incurring consid- 
erable expense for overtime, Mr. Chairman. A good portion of that 
overtime expense has been due to the necessity for repairing the equip- 
ment which we now use, which in many cases is obsolete. As a matter 
of fact, I have some figures here on overtime which I believe would 
illustrate this point. 
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For example, in 1954 we had only $2,395 of paid overtime for the 
whole year but in 1958 that figure had increased to $99,501 for paid 
overtime. Not all of it was due to breakdowns of our equipment. 
Some of it was due to increases in work volume and rate changes, 
but a large portion of that $99,501 was due to the necessity for overtime 
work on account of bad equipment and that, of course, would be saved 
under this equipment modernization. 


CENTRALIZED VETERANS’ PAYMENTS 


Mr. Gary. Where will the proposed Veterans’ Administration proc- 
essing center and associated Treasury regional disburing office be 
located ? 

Mr. Cannon. We have received advice informally from the Vet- 
erans’ Administration that their processing center is expected to be 
located in Chicago. We have a regional disbursing office in Chicago 
at this time, which would be expanded to take care of the increase, due 
to bringing the veterans’ payments, some 5 million monthly, into 
Chicago. 

Mr. Gary. Where are the seven present regional disbursing offices 
which would be closed upon transfer of workload to the proposed 
central facility ? 

Mr. Cannon. Mr. Chairman, one of those offices was New Orleans, 
which, with the approval of the Secretary earlier this month, we will 
close on March 1, 1959. The work for New Orleans will be trans- 
ferred part to Birmingham and part to Dallas, a major share of it 
going to Birmingham. That was one of the seven offices. At this 
time, Mr. Chairman, there has been no definite decision in the Treas- 
ury as to the other offices. We are considering, on the basis of remain- 
ing workload in each of the six offices after moving out the veterans’ 
workload, which offices could be closed with the minimum of disrup- 
tion in service to the agencies, which offices would have the largest 
remaining workload and consequently should be retained, so at the 
present time, Mr. Chairman, we have not decided yet just which of 
the remaining offices should be closed. 

Incidentally, may I say at this point that the savings from closing 
of the New Orleans office, which were estimated at $69,900, have been 
excluded in our appropriation request for 1960. They have already 
been taken out. 

ELECTRONIC CONVERSION PROGRAM 


Mr. Gary. What caused the delay of 18 months in the delivery of 
the equipment for the Division’s conversion program 4 

Mr. Cannon. That was due to difficulties experienced by the manu- 
facturer, in view of the fact, as I have previously stated, that this 
represents a radical departure from any type of electronic machine 
which had been previously developed. No machine had ever been 
used electronically for the purpose of writing punch card checks, so 
the delay was in the manufacture. They had a lot of difficulties in 
working out methods whereby they could feed cards at the rate of 
450 a minute, which is the speed that cards have to be fed through 
this machine, and in printing at the rate of 900 lines per minute, which 
is the rated speed of the machine in printing. Those difficulties had 
to be worked out in the factory. 
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There was one further matter which contributed to some delay and 
that was an explosion on a New York dock, about three blocks from 
the plant where the machines were being developed. Due to con- 
cussion from this explosion, some of the equipment was knocked to the 
floor and had to be completely rebuilt before they could go ahead. 
The manufacturer wanted to try to give the Government the best 

ossible piece of equipment so they conducted extensive tests, which 

asted for several months before they turned the first machine over 
to us. 

Mr. Gary. That being the case, how can it be said that the reduc- 
tion of appropriations curtailed the conversion program ? 

Mr. Cannon. At the time that reduction took place, we had already 
received delivery of our first machine and had begun to undertake our 
conversion program. The delay occurred back in 1956 and 1957. We 
had started conversion operations in 1957 and 1958 to enable us to 
realize the full use of subsequent machines as delivered, but increases 
in our work volume and shortage of funds made it necessary for us to 
delay this conversion program. 

Bear in mind there that by that time we had received commitments 
from the contractor to deliver the machines. Actually, we had to 
tell the contractor to slow down on his deliveries because we were not 
ready for them at that time. 


EMPLOYEE HEALTH UNITS 


Mr. Gary. What standard of administrative regulations govern the 
participation of division employees in the health programs in different 
localities ? 

Mr. Cannon. We feel that it is desirable from the standpoint of 
the welfare of the employees, as well as from the standpoint of realiz- 
ing the best results from their services to have a health program in the 
buildings in which we are located. Frequently an employee may have 
some temporary indisposition, such as a headache, which can be taken 
care of by going to the health room and getting emergency medication, 
whereas otherwise that employee might request sick leave and go home. 

The employees like it. They feel that the Government has their 
interest at heart, where there is a health unit in that narticular build- 
ing that they can go to any time they need medication. So we feel 
it is desirable. 

The only thing we have attempted to do is to place a limitation on 
the total amount of money which we have to contribute. I believe 
the average cost per employee participating in the program amounts to 
about $10 per vear. 

Mr. Gary. Do vou have any standard regulations to govern it? 

Mr. Cannon. Mr. Roebuck indicates there are Bureau of the Budget 
and Treasury regulations which govern participation in those ac- 
tivities. 

Mr. Gary. Can you get a copy of those regulations and insert them 
in the record at this point ? 


Mr. Cannon. We will be happy to, Mr. Chairman. 
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(The regulations follow :) 


BurREAU OF THE Bupcet CrrcuLar No. A-11; Sec. 82 


Employee health services—Each agency requesting funds for an employee 
health program will include in its justification a statement as to whether the 
Public Health Service has been consulted as required by law. 

The following additional information will be required as justification for all 
programs, now in operation or proposed, for which the cost exceeds $12 per 
employee per annum, or where new or additional services and facilities are 
to be provided under existing programs: 

(a) Number of health rooms operated. 

(b) Number of full-time positions and the full-time equivalent of part-time 

sitions. 
ia A distribution of obligations by (1) personal services, (2) equipment, 
and (3) other objects. 

(d) Alisting of payments to other agencies. 

(e) A distribution of obligations or costs by type of care, including pre- 
employment and other examinations (medical and dental) ; emergency on-the- 
job treatment (medical and dental) : and preventive health programs. 

(f) A listing of the sources of financing the programs, indicating the titles 
of direct appropriations and the names of other agencies from which reimburse- 
ments or advances are received. 

(9) A statement explaining the computation of the cost per employee, total 
number of employees served, number of employees to whom health services are 
not available, ete. 


TREASURY DEPARTMENT, 
OFFICE OF THE SECRETARY, 
Washington, September 18, 1946. 


TREASURY DEPARTMENT ORDER No. 71 


Public Law 658, approved August 8, 1946, authorizes heads of departments 
“within the limits of appropriations made available therefor, to establish by 
contract or otherwise, health service programs which will provide health services 
for employees under their respective jurisdictions.” 

I hereby delegate to the Director of Personnel the authority vested in me by 
Public Law 658. 

JOHN W. SNYDER, 
Secretary of the Treasury. 


(Note.—Public Law 658 is included in 5 U.S.C. 150.) 


APPICATION WITHIN THE BUREAU OF ACCOUNTS 


The Bureau of Accounts, Division of Disbursement, has not established health 
units in any of its regional offices. However, with the approval of the Director 
of Personnel, Treasury Department, the Bureau has entered into an agreement 
with the Department of Health, Education, and Welfare, Public Health Service, 
to participate in a health unit operated by that agency in Denver, Colo., on a pro 
rata cost basis. The Bureau is also participating in a unit with the General 
Services Administration located at Dallas, Tex., on a pro rata cost basis. The 
average cost for all employees of the Bureau assigned to the above locations 
amounts to about $10 per employee per year. There are one or two other loca- 
tions where it has been proposed to establish such facilities but to date no deci- 
sion has been made. In any event, the Bureau has no plans to establish emer- 
gency health services except in cooperation with other agencies. 


Mr. Gary. Could the high cost in some localities be reduced or the 
standards of health service in other localities be raised by standard 
regulations ? 


Mr. Cannon. That might be possible. Of course, the experience has 
been that where there is a larger number of Government employees, 
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the cost per employee tends to go down, whereas a small number of 
employees in a particular location tends to raise the cost. Wherever 
we think the price is too high, we ask our local representative to see if 
something can’t be done to reduce the cost. The cost is determined 
on the basis of dividing the cost of maintaining the unit, such as the 
cost of a physician, nurses, and equipment which they need, among the 
participating agencies, based upon the number of employees in each 
agency. The more employees, of course, the less the cost per employee. 

Mr. Priur0Nn. I am interested in this health situation. What is a 
health center? Do you have health centers ? 

Mr. Cannon. No; there is, in one city where we have a regional 
office, a health unit operated under the direction of the Public Health 
Service. They furnish the physicians and nurses on a reimbursable 
basis. These health units are available during office hours to minister 
to the emergency physical needs of the employees of the participating 
agencies. If anyone happens to fall down and sustain an injury, they 
are the first to handle the case. If anyone has a headache, they can 

t aspirin or any medication they need. It is a sort of a first line of 

efense in looking after the physical welfare of our employees. 

Mr. Pruuion. Thank you. 

Mr. ALtexanper. What is the smallest number of employees where 
you have a health center ? 

Mr. Cannon. I do not know that we have that information. 

Mr. Smiru. We do not maintain health units, but in two cities, 
Denver and Dallas, we participate in health units operated by other 
agencies. 

Mr. Atexanper. Let me ask you this. 
Mr. Smiru. Of course, that is other than Washington. 


ELECTRIC EQUIPMENT 


Mr. ALexanper. When you said your equipment as of today was 
in very bad condition, I notice in your graph here since 1954 you 
dropped ’way down from an average of the previous 6 years of more 
than $360,000 a year to an average of possibly $60,000. 

Of course, I realize that you have gone on a program of renting 
equipment. Why had you allowed it to get in that bad state of repair? 

Mr. Cannon. The President’s budget has provided only limited 
funds for equipment. We have had equipment needs, of course, but 
we have not brought requests to the committee for equipment due to 
the fact that we have been trying to save money. 

Mr. Maxwett. I might add this. At the time the question was raised 
as to whether disbursing was to be centralized or decentralized, we 
also had the question of buying equipment. Because the disbursing 
question was unresolved was one reason we left the request for equip- 
ment out of our appropriation estimates. 

Mr. ALeExAnpER. That is all. 

Mr. Gary. Thank you, gentlemen. The committee will stand ad- 
journed until 2 o’clock. 
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Program and financing 



































1958 actual | 1959 estimate | 1960 estimate 
Program by activities: 
Direct obligations: 
1, Check payment and reconciliation. ..-....-.-- -.---| $2,824, 968 $2, 909, 800 $2, 942, 900 
2. Processing check claims. -_---.-.---.- ree 1, 368, 250 1, 585, 400 1, 613, 900 
3. General banking services 353, 368, 800 370, 200 
a eee 642, 842 661, 600 669, 800 
5, Maintenance of Treasurer’s accounts_----.-..__---- 329, 818 363, 300 , 600 
6. Payment and custody of securities. ..-........-.-.- 298, 1 322, 900 324, 100 
7. Procurement and transportation of U.S. mae... 12, 100, 334 12, 064, 000 12, 259, 000 
8. Executive direction-. -. 99, 634 105, 200 105, 500 
9. 1959 program obligated in 1958...._.- s aXSD 15, 504 —15, 504 aéadaee 
Total direct obligations... .----- 18, 033, 017 18, 365, 496 18, 650, 000 
Reimbursable obligations: 
1, Check payment and reconciliation. - --- 114, 485 99, 500 100, 300 
2. Processing check claims..-...........-...-.-.------- 37, 003 49, 900 49, 700 
3. General banking services.-_-.........-.-.-------- 11, 628 12, 500 12, 500 
4. Retirement of currency.-....-...-.----...-.--.-- 474, 000 512, 300 514, 000 
5. Maintenance of Treasurer’s accounts... ...-_.-- ‘a | ae ae Snr a AS 
Total reimbursable obligations. -.-_---..-- pusiiniiiains 637, 189 674, 200 676, 500 
is vnecccecnnse cas cncsacomnacends 18, 670, 206 19, 039, 696 19, 326, 500 
Financing: 
Comparative transfers from (—) other accounts... -....--- —9, 725 Se See 
1959 appropriation available in 1958... Bee eet 15, 504 15, 504 
Advances and reimbursements from— 
| Egan SONG Dee AE eyes See se —150, 861 —148, 400 —149, 000 
Non-Federal sources. - ASE —486, 328 —525, 800 —527, 500 
Unobligated balance no longer available._..........------ We Oiccvadancctrcdlanaciacaumees 
New obligationa] authority .....................2--.-2.. 18, 040, 275 18, 381, 000 18, 650, 000 
New obligational authority: 
Appropriation. -____- 18, 091, 000 17, 950, 000 18, 650, 000 
Transferred from “‘Salaries and expenses, Division of Dis- 
bursement” (Reorganization Plan, No. 26 of 1950) 9, 275 | taller es AEE 
Transferred to ‘“‘ Administering the insanend debt”’ “e Stat. 
ES, ER ae CINE 55a cts owetbaacthacos een 
Appropriation fadjasted)............................. 18, 040, 275 17, 969, 000 18, 650, 000 
Proposed supplemental due to pay MURR ano o- 3 Eo SEO as. -adsercaune 














Note.—Reimbursements from non-Federal sources above are funds received for services rendered in 
connection with Federal Reserve currency (31 U.S.C. 157) and sales of personal property (40 U.S.C. 481(e)). 
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Object classification 
1958 actual {1959 esti mate | 1960 estimate 
Total number of ‘onege pe ys positions Rnaieaonies-aeapee 981 997 1,011 
Full-time equivalent of all other positions__- 4 
Average number of all employees --.-.------ 969 977 
Number of employees at end of year-.-.....-.-.-.------------ 980 975 
Average GS grade and salary... ...............-.-.2.22-s-000e- 48 $4,341)48 $4,847/48 $4,851 
Personal service obligations: 
CNR 5 ocak nomen ebnensabanencesnie $4, 181, 647 $4, 670. 000 $4, 716, 900 
Positions other than permanent-- 13, 13.000 
COEROE DSONE BOT FIOUB.... 5 one ses cctmes cones cencetnecenas 69, 000 85, 400 
Total personal service obligations. ........-....--------- 4, 277, 863 4, 752,000 4, 815, 300 
wnat obligations: 
PIE IPR Ss dod oe canna gnmibeimnen 3, 778, 244 4, 210, 400 4, 275. 990 
o2 _.,. oo neg 11, 764 8,890 8 800 
03 Transportation of things... oe 512, 185 524 700 434 700 
04 Communication services--...-. 43 249 48, 71 48. 700 
05 Rents and utility services... 1,158 759 1, 151. 300 1, 151. 300 
06 Printing and reproduction --..... 26. 8. 35. 000 35. 000 
Purchase of U.S. currency - - a 11, 622, 931 11, 558 000 11, 843 000 
O7 Other contractual serviocs .......-..................-- 77.414 55. 200 55. 500 
Services performed by Federal Reserve banks..--- 314 320 324 000 331, 000 
ew. Sg ee 175, 972 155, 300 161, 300 
09 Equipment--- * 58, 962 , 600 30, 100 
11 Grants, subsidies, and contributions... 229, 789 270, 700 274, 900 
“4 Refunds, awards, and indemnities- RA, Sree eee 
Taxes and assessments... ....---- 370 300 300 
1950 program obligated in 1958... 15, 504 a ‘ 
ind atinmnnemannadineoinennamen 18, 033, 017 18, 365, 496 18, 650, 000 
Reimbursable obligations: 
i cs ake baa e an sessnecchdiamennaneuee 499, 619 541, 600 539, 900 
a te. covacedn encase aemebeiasannnct 3 300 300 
03 Transportation of Ee SRA A CRT SRL 4, 541 4, 800 4, 800 
Sk) UNNI BN WRUDS ove siccccc icone nwcucnesnscnn 5, 060 5, 400 5, 400 
ee ee 41, 958 37, 600 41, 600 
Printing and reproduction.................-.......-. 2, 607 1, 900 1, 900 
Oy Other comtractual services.........................-- 40, 426 35, 900 35, 900 
ee 9,379 8, 200 8, 200 
09 Equipment. piubbeeereana 3, 923 3, 300 3, 300 
11 Grants, subsidies, and contributions. Mien eck eiabee 28, 161 34, 900 34, 900 
13 Refunds, awards, and indemnities..-..-.-.-.-.-.---- Ss) eee i 
15 Taxes and assessments.............-------------.---. 698 300 300 
Total reimbursable obligations........-..-.-------- 637, 189 674, 200 676, 500 
en NN kn ereomiduautuceassaaeens 18, 670, 206 19, 039, 696 19, 326, 500 



























Increase over total (including anticipated pay supplemental, 1959) __ 
We will insert in the record at this point pages 97 through 100 of 

the justifications. 

(‘Lhe pages referred to are as follows :) 


Mr. Gary. The committee will come to order and we will consider 
this afternoon the budget request of the Office of the Treasurer. 

At this point we will insert a brief table comparing the amount 
requested for 1960 with the amount appropriated for 1959: 
Appropriation, 1959 
Total (including anticipated pay supplemental, 1959) 
Estimate, 1960 
Increase over appropriation, 1959 


$17, 950, 000 


18, 362, 000 
18, 650, 000 
700, 000 
288, 000 
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Analysis of appropriation base for fiscal year 1960 












































Regular appropriation, 1959 act $17, 950, 000 
Transferred from “Salaries and expenses, Division of Disburse- 
ment” (Reorganization Plan No. 26 of 1950) 19, 00 
Total appropriation, 1959 (adjusted) *17, 969, 000 
Reductions: 
Activity No. 1, processing check claims $8, 500 
Activity No. 7, procurement and transportation of 
U.S. currency 90, 000 
Total 98, 500 
Additions: 
Activity No. 1, check payment and reconciliation__... 158, 435 
Activity No. 2, processing check claims 144, 550 
Activity No. 3, general banking services 26, 860 
Activity No. 4, retirement of currency__------------ 28, 835 
Activity No. 5, maintenance of Treasurer’s accounts. 32, 710 
Activity No. 6, payment and custody of securities._._-_._‘°¢ 29, 990 
Activity No. 8, executive direction 7, 620 
Total 429, 000 
Adjustment in base (net) +330, 500 
Appropriation base for 1960 18, 299, 500 
Increase over appropriation base for 1960 350, 500 
Appropriation estimate for 1960 ---. 18, 650,000 
Increase or decrease from total appropriation, 1959_..._____ +681, 000 


, 7Does not include anticipated supplemental for 1959 to cover cost of authorized pay 
ncreases, 


Comparison of appropriation base with appropriation estimate for 1960 





Appropriation base Apgnernties esti- Increase (+) or 
for 1960 mate for 1960 decrease (—) 
Activity 





Average | Amount | Average} Amount | Average | Amount 
positions positions positions 





- 


f iy ck payment and reconcilia- 








ints sen baswid eka cedenunaee 306 | $2, 915, 800 313 | $2, 942, 900 rs $27, 100 
¥ Renmin check claivns. ......... 283 1, 582, 500 290 1, 613, 900 7 31, 400 
3. General banking services.......-. 64 370, 200 64 SE BE hak cenosiadiincdeteidemh 
4. Retirement of currency---.-..---- 59 662, 800 59 669, 800 |.......... 7, 000 

5. Maintenance of Treasurer’s ac- 
A SES ASE 60 364, 600 60 SO GUO in swicccidhssccasmnee 

6. Payment and custody of securi- 
pp LES DLS LEE MDL: 58 324, 100 58 Be Betcnnndenclceteednanen 

7. Procurement and transportation 

ki ES a Ae ees 11. 974, 000 j.......... Ce) | 

8. Executive direction. ...........-- 11 105, 500 ll | a are eee 
TOU so cscicaunscecace ai 841 | 18, 299. 500 855 | 18,650, 000 14 350, 500 
Adjustment in base (net).........-- WD 1] ROD Ban ccadadetcadocciascd —-5 +330, 500 





Total, appropriation 1959 (ad- 
justed), and appropriation 
estimate for 1960. -......-.-- 846 | 17, 969, 000 855 | 18, 650, 000 9 681, 000 
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GENERAL STATEMENT 


The Office of the Treasurer, as the banking facility for the Government, is 
essentially a service organization whose responsibility is to facilitate the immense 
volume of financial transactions involved in the day-to-day businesslife of the 
Nation. The volume of services required of the Treasurer’s Office cannot be 
administratively controlled by the Treasurer, however, the operations must be 
performed if the Government itself is to fulfill the duties and responsibilities es- 
sential to the smooth operations of the Nation’s economy. 

Approximately 66 percent of the funds requested under this title for fiscal 
year 1960 represent requirements for the purchase and transportation of U.S. 
currency to meet the financial needs of the Nation, 16 percent is to pay and re- 
concile checks drawn by the numerous Government disbursing officers on the 
‘Treasurer of the United States and 9 percent is to process claims for the proceeds 
of Government checks. The remaining 9 percent represents requirements to 
provide general banking services to Government entities and the public in Wash- 
ington, maintain the Treasurer’s accounts and to issue and redeem Government 
securities. 

The work volume required to be processed by the Treasurer's Office continues 
to show a general upward trend. Paper currency issues and redemptions in 1958 
exceeded the 1957 figures by 51 million and 44'niillion pieces respectively ; check 
payments in 1958 exceeded 1957 payments by 34 million checks. The check 
volume to a large extent controls operating requirements for both the check- 
payment and check-claims activities. 


Check payment and reconciliation 


The program to convert to the use of electronic equipment in the payment and 
reconciliation of checks drawn on the Treasurer, which began in fiscal year 1957, 
was completed in January, 1958. The electronic equipment is being used on 
three shifts 7 days a week in performing this function. The capacity of this 
equipment is not sufficient to process the checkload for about 3 months each 
year when income tax-refund checks are received in great volumes. About 40 mil- 
lion of these refund checks are received for payment in a 3-month period which 
creates a terrific workload. In 1958, additional machine time on similar elec- 
tronic equipment was obtained through agreements with other Government 
departments. It will be necessary in both fiscal years 1959 and 1960 to contract 
for the use of outside equipment during the peakload period of the income tax 
refund program. 


Processing of check claims 


The increase in the volume of claims to be processed will increase with the 
additional check volume indicated for 1960. We find that the concentration in 
Washington of the entire check-payment operation has resulted in the receipt 
here of a large number of claims and related papers which were formerly re- 
ceived at the Federal Reserve banks and disposed of through removals of stop 
payments. In addition, by performing the reconciliation function here we now 
receive a large proportion of claims and related papers which were formerly 
received and disposed of by the General Accounting Office in the initial steps of 
perfecting claims before forwarding them to us for final action. We do not say 
forgeries themselves have multiplied but as a result of these two changes ay- 
proximately twice the number of claims and related papers are received here. 

Additional operations to be performed in check claims as a result of the fore- 
going will be substantially equivalent to the increase in claims to be proc- 
essed. This is true particularly where the effect largely reflects in service op- 
erations and concerns such factors as the volume of incoming and outgoing 
mail, paid checks to be received, photostated, and maintained in the Division's 
check files, stoppages of payment to be processed and check-payment status to 
be ascertained, retention of stoppages indefinitely in outstanding check cases. 
the number of intercepted checks to be processed, the diversified and detailed 
operations incident to processing check-payment status reports and requests for 
paid checks. 


Procurement of U.S. paper currency 


The amount requested for procurement of paper currency for 1960 will fall 
short of providing estimated replacement requirements by 55 million notes. 
On the basis of present issue requirements it is estimated that this will leave us 
a reserve of approximately 361 million notes at the end of the fiscal year, which 
is considered to be only a minimum operating reserve. 
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General 


Requirements for operations of the Treasurer’s Office, other than those con- 
cerned with the payment and reconciliation of checks and the processing of 
claims relating thereto and for the procurement and transportation of paper 
eurrency will be practically the same as those for 1959 adjusted to provide for 
compliance with the Federal Employees Salary Increase Act of 1958. 


EXPLANATION OF LANGUAGE CHANGES 


No change in language under this title is proposed at this time. 


Analysis of appropriation base 
































Appropriation allo- Net change in base, 
cation for 1959 Adjustments in base increase (+-) or 
decrease (—) 
Activity a Re 
Average | Amount Reduc- | Additions | Average | Amount 
positions tions positions 
1. Check payment and reconcilia- | 
ee ae 306 | $2, 757,365 |....--.... $158, 435 |......-... +$158, 435 
2. Processing check claims -_- 288 1, 446, 450 $8, 500 144, 550 5 +136, 050 
3. General banking services. 64 343, 340 |.....--.-. OR ee +26, 860 
4. Retirement of currency - -....---- 59  f | See , 2 5 eee +28, 835 
5. Maintenance of Treasurer's ac- 
7 SESE Se EE 60 | ore , | +32, 710 
6. Payment and custody of securi- 
WE. 2 nck pacha dcp oegibba sce 58 pS | re oe ne +29, 990 
7. Procurement and transportation | 
of U.S. currency aS ewes FT RD See Nee a Pre —90, 000 
&. Executive direction aaa al ll 97, 880 |....------ (< | eee +7, 620 
Total. .......-.-.----------| 846 | 17,969, 000 | 98, 500 | 429, 000 5 | +330, 500 











Mr. Gary. We are always very glad to welcome the Treasurer of 
the United States before this committee. She makes a most attractive 
and persuasive witness. 

Mrs. Priest. Thank you, Mr. Gary, for that nice compliment. I 
want you to know we look forward to meeting with you gentlemen, 
members of this committee. It is always our little special treat for 
the beginning of the year. We appreciate being here with you. 

Shall I go ahead with my statement to the committee? 

Mr. Gary. We will be glad to hear from you at this time. 


GENERAL STATEMENT 


Mrs. Priest. Mr. Chairman and members of the committee, I always 
appreciate the opportunity to appear before you to discuss the budget- 
ary requirements of my Office. 

The Office of the Treasurer is responsible for the maintenance of 
current accounts of all receipts and expenditures; providing reer 
account facilities for Government disbursing officers, corporations, an 
agencies ; paying checks drawn on the Treasurer, and processing claims 
involving such checks; procuring, storing, issuing, and redeeming 
U.S. paper currency; providing general banking services to Govern- 
ment entities and the public in Washington; and performing certain 
issue, exchange, custody, and payment functions pertaining to Gov- 
ernment securities. To carry out these responsibilities during fiscal 
year 1960, we are requesting an appropriation of $18,650,000. This 
represents an increase of $681,000 over the adjusted appropriation for 
fiscal year 1959. Of this increase, $412,000 represents the cost of 
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Federal pay increases under the provisions of Public Law 85-462 
which was enacted after the 1959 Appropriation Act. The remainder 
of the increase covers $195,000 for the procurement and transportation 
of U.S. paper currency and $74,000 for requirements to handle the 
increased financial transactions of the Federal Government. 


PROCUREMENT AND TRANSPORTATION OF U.S. CURRENCY 


Of the $18,650,000 requested, over $12 million repesents require- 
ments to reimburse the Bureau of Engraving and Printing for the 

roduction of U.S. paper currency and to reimburse the Post Office 
Feaatioonet for the transportation of such currency. The funds re- 
quested are for the purchase of 1,220 million notes. We anticipate 
issuing 1.275 million pieces. This was expected to leave us with a 
reserve of 361 million notes at the close of fiscal year 1960. We have 
recently been advised, however, by the Bureau of Engraving and 
Printing that as the result of technological improvements the price 
of currency would be reduced as of January 2, just past, and if the 
lower rate is maintained through this fiscal year we should be able to 
purchase approximately 130 million additional notes with the funds 
now available for the purchase of currency. 

As you know, during the last 4 years our stockpiles have been grad- 
ually reduced from a high of almost 850 million pieces of currency 
to what would otherwise have been 361 million pieces at the end of 
1960, and this addition to our stocks will materially improve our posi- 
tion, since we consider the lower figure to be an absolute minimum. 
In view of this development, we have discussed with representatives 
of the Bureau of Engraving and Printing the cost structure for the 
fiscal year 1960, and we understand that the rate heretofore given is 
being reexamined, and I will notify your committee in the near future 
of any possible reductions in manufacturing costs which would enable 
us to adjust our requirements for funds. 

Since July 1953 the Federal Reserve banks, as fiscal agents of the 
United States, have been verifying and destroying unfit U.S. paper 
currency. Representatives of our office visit these banks to review 
the procedures followed in performing this function and to review 
the application of the established standard of fitness for paper cur- 
rency being redeemed. We have also asked bank officers and bank 
auditors to periodically review the currency being declared unfit by 
their tellers and examiners. This continuing review has contributed 
materially to a reduction in requirements for new currency to replace 
redeemed currency. We have prepared a chart showing the number 
of U.S. notes and silver certificates outstanding, the number redeemed, 
and the number issued since 1949. This chart graphically shows 
reduced issues of U.S. currency beginning in fiscal year 1954 in rela- 
tion to the constant increase in the number of pieces of currency out- 
standing. With your permission I would like to insert this chart 
(exhibit No. 1) in the record. 


PAYMENT OF CHECKS DRAWN ON THE TREASURER OF THE UNITED STATES 


This is our next largest activity for which we are requesting $2.9 
million, or approximately 16 percent of the total estimate. This ac- 
tivity will receive an estimated 396 million Government checks for 
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payment in 1959 and 408 million in 1960. As some of you gentlemen 
know, in August 1956, we started using electronic equipment in the 
payment and reconciliation of checks. The experience gained from 
the use of this equipment has enabled us to substantially increase our 
production capacity. However, even with this increased efficiency, 
in 1958, when the bulk of the income tax refund checks were received 
it was necessary to contract for the part-time usage of outside elec- 
tronic equipment. The tax refund program presents a seasonal prob- 
lem to our office every year because practically all of the 40 million 
income tax refund checks are issued within a 3- or 4-month period. 
This causes a very large increase in the number of checks received by 
our office for payment during these months. For example, during 
April and May of last year we paid approximately 89 million checks. 
Funds are currently available in 1959 for the rental cost of outside 
equipment during this period, and our 1960 budget submission also 
provides for this part-time usage of outside electronic equipment. 
Last year we discussed the possibility of installing new equipment to 
handle the increasing volume of checks. We are still considering it 
and recent developments in the electronic field lead us to believe that 
it may be obtainable at a cost which may be less than what we formerly 
expected. According to information now available to us, we will be 
able to obtain the new equipment in fiscal year 1961, and when we 
make our budget presentation for that year we expect to include it in 
our program. 

The funds requested for this activity will provide for seven more 
employees in 1960 than in 1959. With these few additional people, 
we plan to process the additional 12 million checks. While the elec- 
tronic machines eliminate much manual labor, there are still opera- 
tions which are dependent on manpower. We have prepared a chart 
which illustrates graphically the constant increase in check volume 
and the favorable results achieved in reducing the number of em- 
ployees engaged in this operation. With your permission, I would 
like to insert it (exhibit No. 2) in the record. 

As you will remember, through training programs and other devices 
we were able to find jobs for all the people who were affected by the 
adoption of this program and in no case were we obliged to resort to 
a reduction in force. 


PROCESSING CHECK CLAIMS 


Our third largest activity involves the processing of check claims 
for which we are requesting $1.6 million. 

The new procedures followed in paying checks, reconciling pay- 
ments with issues, and issuing substitute checks have resulted in more 
efficient operations and overall savings in cost. However, they have 
increased considerably the workload of our claims activity. The con- 
centration in Washington of the check payment operation has re- 
sulted in the receipt here of a large number of claims and related 
papers which were formerly received and disposed of at the Federal 
Reserve banks through which the checks were made payable. Also, by 
integrating the check reconciliation function with the payment func- 
tion in the check payment activity, we now receive claims and related 
papers which were formerly received and processed by the General 
Accounting Office in the initial steps of handling claims before for- 
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warding them to us for final action. For example, in fiscal year 1957 
when 253 million checks were paid by the Federal Reserve Banks acting 
as agents of the Treasurer and only 110 million were paid by the 
Treasurer in Washington, this activity received a weekly average of 
500 stop-payments and 6,000 pieces of mail involving Government 
checks payable in Washington. However, in 1958 when 356 million 
checks were paid in Washington and 42 million were paid by the banks, 
these weekly averages increased to 5,000 stop-payments and 10,000 
pieces of mail. The funds requested for this activity will provide for 
seven more employees in 1960 than in 1959. With these few additional 
employees, we plan to process the increase in claims resulting from 
the 12 million increase in check volume. 

At the time of his appearance before your committee, the Secretary 
mentioned shortcuts our Office had adopted to accelerate the settle- 
ment of claims. As the Secretary said, in order to accomplish these 
aims, we are taking a few risks which are rather remote in the light 
of accomplishments they make possible. We will be glad to discuss 
these matters with you more fully if you so desire. 

In January 1958, under Treasury Department Order No. 177-16 
functions heretofore performed by the Bureau of Accounts in approv- 
ing claims for substitute checks were transferred to this office. Placing 
all the functions relating to the approval of the issuance of substitute 
checks in one location and authorizing their issuance on the basis of 
the original written statement of the claimant in most cases has resulted 
in an overall savings to the Government and better service to the public. 


OTHER GENERAL ACTIVITIES 


The three activities discussed represent 90 per cent of the funds 
requested. Our other activities comprise the Cash Division which 
performs general banking services; the Currency Redemption Divi- 
sion which processes currency received from local and burned or muti- 
lated currency from all sources; the General Accounts Division which 
performs accounting and reporting functions; and the Securities 
Division where various duties relating to public debt obligations and 
collateral accounts are performed. Despite the increasing workload in 
these activities, no increases in personnel are being requested. Im- 
provements in methods and procedures have enabled the Office to 
meet these increases in workload in recent years and it is anticipated 
that our success will continue. 

An increase of $7,000 is requested to reimburse the Federal Reserve 
banks for the verification and destruction of an estimated 25 million 
additional pieces of currency during 1960. The 25 million additional 
pieces are to cover estimated replacements of currency furnished the 
Army for issuance to American servicemen in foreign countries. 

We are continuing our program of surveying and evaluating the 
operations of all our activities. We are also continuing our emphasis 
on the incentive awards program and the increasing participation is 
gratifying. The results of our efforts through the years to improve 
our procedures with the resulting decrease in personnel are graphi- 
cally shown on a chart which we have prepared and, with your per- 
mission, I would like to insert it (exhibit No. 3) in the record. 
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Although the services required of this office by Government entities, 
financial institutions, and the public are not under our administrative 
control, I can assure you that we will continue, as in the past, to make 
every effort to deveolp more economical and efficient operations in 
the performance of these services. 

Gentlemen, that concludes my statement, which I believe summarizes 
the situation with respect to our appropriation. We will be glad to 
discuss any points on which there may be questions. 


EXHIBIT NO. 1 
UNITED STATES NOTES AND SILVER CERTIFICATES 
OUTSTANDING gees 49 ISSUES) 9«=—«s meme §=—- REDEMPTIONS —ssrssevoversrsvens 
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EXHIBIT NO, 3 


AVERAGE NUMBER OF EMPLOYEES 
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Mr. Gary. Thank you, Mrs. Priest. 

Mrs. Priest. Mr. Chairman, before we begin may I just say this. 
We have two new men with us at this time. I would like to tell 
you that Mr. Funk, who was our budget officer, has retired since we 
were here last year, and Mr. Pagliai is the budget officer now. He is 
not new to the committee ; he has been here before. 

Mr. Willard Scott, assistant to Mr. Howell, has come to us from 
the fiscal service and I think this is his first time up here. 

Mr. Scort. Yes; it is. 

Mr. Gary. We are glad to have them before the committee. 


CONDITION OF THE CURRENCY 


What is the condition of the currency today generally throughout 
the United States? 

Mrs. Priest. Do you mean the fitness of it? 

Mr. Gary. Yes. 

Mrs. Prisst. As I said in my statement, we have found ways of 
preserving its-life; it circulates longer and still remains in good 
condition. 

Mr. Gary. You will recall at one time we had some complaints 
that in certain parts of the country the currency was more dilapi- 
dated and worn and was in much worse condition than it was in 
other sections. I remember discussing it with you at the time and 
suggesting that there ought to be some uniform policy with respect 
to renewing the currency. What has been done? 

Mrs. Priest. We did that. We do have a uniform standard of fit- 
ness. However, if you remember at the time of discussing it, we 
told you the money here in Washington was always so much newer 
than, say, far out West. I believe Montana had the worst looking 
currency. Then when we applied our rules of fitness, the currency 
stayed in circulation longer here in Washington. We had a few reper- 
cussions on that, and the local banks wondered why they were not 
getting such nice new currency in the Nation’s Capital. 

‘ Mr. Howell perhaps can tell us something about the standard of 
tness. 

Mr. Howett. We can control the standard as long as the money 
reaches the Federal Reserve System or our office, but in some parts 
of the country the disposition of the people is to allow it to circulate 
longer among gasoline stations and grocery stores, and the like, but 
not so much in the principal cities. 

Mr. Gary. At one time all mutilated and worn currency was sent 
to Washington to be destroyed. You have changed the policy with 
respect to that, so that now it is destroyed by the Federal Reserve 
banks at the various Reserve centers. 

Mr. Howe tu. That is right. 

Mr. Gary. What effect has that had? 

Mr. Howe t. It has had the effect of leveling the standard through- 
out the country to a better degree because we send a man to the banks 
at least once each year to watch their policies, see what they are do- 
ing, and we also insist their auditors and responsible Bank officials 
look into it. 

We also examine their currency which we retire here and see that 
the same general standard is applied. 
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Mr. Gary. Who passes on the question of whether it should be 
destroyed ? ; 

Mr. Howet. The supervisors. Actually the clerks pass on it, but 
they do it under instruction of the supervisors, who are following polli- 
cies established at the highest level. 

Mr. Gary. The cashiers pass on it when they take it in, but is there 
somebody reviewing their work ¢ 

Mr. Howet.. Yes, sir. 

Mr. Gary. Is it done by the Federal Reserve Bank or by your 
Department ? 

Mr. Howe... By the Federal Reserve Bank but under a different 
department of the Bank. They are verification people under the 
bank auditors and not responsible to the cashier. 

Mr. Gary. Have you had any difficulty in any of the banks as the 
result of that change in policy ? 

Mr. Howe... We think the life of the currency has been eho 
because of closer supervision over it. We had two cases of difficulty. 
One case was in Pittsburgh where a few notes blew through the top 
of an incinerator and somebody carried them down to your district in 
Richmond and succeeded in negotiating them. 

Mrs. Priest. That was right at the start. 

Mr. Gary. That is the only instance you had ? 

Mr. Howett. There was one other in Dallas involving only one 
note. 

Mr. Gary. So thus far there had been practically no trouble at all. 
You have not found any irregularities in the banks or anything of 
that kind ? 

Mr. Howe tt. No. 

Mr. Tompson. Not at all. 

Mr. Gary. That is very gratifying because I think it was highly 
desirable to decentralize that operation and thereby save a lot of 
transportation costs. It had many advantages. 


REQUIREMENTS FOR PURCHASE OF U.S. CURRENCY 


Mrs. Priest, you state on page 2 of your statement that of $18,- 
650,000 requested, over $12 million represents requirements to reim- 
burse the Bureau of Engraving and Printing for production of 
United States paper currency and to reimburse the Post Office De- 
partment for transportation of such currency. 

Can you tell us the exact amount of that which represents the re- 
quirements to reimburse the Bureau of Engraving and Printing for 
the production of currency ? 

Mrs. Priest. I think Mr. Howell can give you a very clear picture 
of that. Mr. Pagliai has it there. 

Mr. Paeuiar. $11,845,000 is for the Bureau of Engraving and Print- 
ing, and $410,000 for the transportation. 

Mr. Gary. How many pieces does that cover ? 

Mr. Howetu. There are 1,220 million pieces at the present price 
structure. 

Mr. Gary. At the present price structure? 

Mr. Howetu. The structure we have for the budget. 

Mr. Gary. The Bureau of Printing and Engraving indicated yes- 
terday they might drop that price before the year begins. In that 
event, your cost would drop accordingly ? 











Mr. Howe... Yes, sir. 
ADDITIONAL EMPLOYMENT REQUESTED 


Mr. Gary. How many additional employees does this entire ap- 
propriation provide for ? 

Mrs. Priest. Fourteen additional employees, seven in one activity 
and seven in another. 

Mr. Gary. What arethey for? What is the need for them ? 

Mr. Howe. We provide seven for an additional workload in our 
check payment operation to handle other clerical duties associated 
with electronics. The others are in the Check Claims Division where 
the volume has skyrocketed because of the concentration in Wash- 
— of the entire check payment operation which was decentralized 

efore. 

Mr. Gary. You pay all checks now in Washington ? 

Mr. Howett. Yes, sir. 

Mr. Gary. Would that not result in some reduction where they were 
previously paid ? 

Mr. Howe. Yes, but the answer is, insofar as the claims volume 
rise is concerned, due to the fact that when the job was decentralized a 
lot of the initial correspondence reached the 12 Federal Reserve banks 
and was disposed of there without reaching us in Washington. Then 
those checks. after being paid by the banks, were sent to the General 
Accounting Office and there reconciled. 

More of this correspondence we are speaking of was received there 
and disposed of in the initial development of the claim before it was 
referred to us. We did not appreciate, to be frank with vou, the del- 
uge that would hit us. We knew it would increase but did not realize 
how much. 

Mr. Gary. Are there any corresponding reductions elsewhere to off- 
set this additional cost for the additional number of employees here 
in Washington ? 

Mr. Howe tt. Yes, sir, there has been a reduction in the work done in 
the General Accounting Office on claims as well as reconciliation, and 
a reduction in Federal Reserve System costs, of which most will 
accrue to the Government. We are developing figures on that that are 
not available to us yet. 


USE OF OTHER GOVERNMENT ELECTRONIC INSTALLATIONS 


Mr. Gary. The justifications state that agreements were worked out 
with other Government departments when additional machine time on 
electronic equipment was needed in 1958. 

Which departments were involved and what arrangements were 
made? 

Mr. Howey. The Navy Department. They have an installation 
here in Washington at which excess time was available at about the 
same rental cost we had on our own, and we are negotiating with them 
now and hope to do that again this year. 

Mr. Gary. Would it not be better to continue such arrangements in 
vo gel rather than to equip each department to handle its own peak 

oads 
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Mr. Howetu. You mean decentralize the check payment operation? 

Mr. Gary. To use the equipment of the other departments wherever 
it is available. 

Mr. Howeun. We are never sure, Mr. Chairman, when we can get it. 
In fact, we are worried this year. We are not sure it will be available. 
If we can procure our own equipment, it would give us the —_— 
we need to handle this job timely, as it must be done. We think wit 
very little additional cost, or with these new developments, no addi- 
tional cost and possibly less, we can become independent of any other 
departments. —' 

Mr. Gary. In other words, you pay them the same thing it would 
cost you to get a machine for yourself. You get a machine on a rental 
basis and you have to rent it from them; is that right ? 

Mr. Howetu. Yes. 

Mr. Gary. You estimate it will not cost you any more? 

Mr. Howett. That is correct. 

Mr. Gary. What will be the nature and extent of contracts for addi- 
tional equipment for peak loads in 1959 and 1960? 

Mr. Howe tt. $105,000 is set up for that purpose to be used during 
the income tax refund program of 1959 and 1960. That is, for each 

err, 

Mr. Gary. That contemplates either renting additional equipment 
from other departments or wherever you can get it; is that correct ? 

Mr. Howe tu. Right. 

Mr. Gary. You just rent them temporarily for the peak loads? 

Mr. Howe x. That is correct. 


RESERVE STOCK OF CURRENCY 


Mr. Gary. What criteria support the conclusion that a reserve of 
361 million notes is necessary ? 

Mr. Howe.t. The price might go up or the demand might increase. 
I think they are the principal considerations. 

Mr. Gary. Is that something you have worked out by experience? 

Mr. Howe tt. It is based partly on experience and partly on the 
best judgment we can apply to it. During the war the reserves got 
very low and caused us a lot of trouble. We decided a 3- or possibly, 
if we can hold to it, a 4-month supply would be much more desirable. 

Mr. Gary. That would be 361 million notes? 

Mr. Howe tt. I think that would be a minimum operating reserve. 


ESTIMATED INCREASE IN WORKLOAD 


Mr. Gary. The table on page 102 of the justifications indicates that 
the estimated increase in check volume for the entire Government 
occurs almost entirely in the Treasury Department. Why is that so? 

Mr. Howe... The reason is the Treasury Department dishekees for 
= Social Security Administration and there is where the increase 

ies. 

Mr. Gary. What is the meaning of the statement in the workload 
table on page 108 of the justifications that 45.8 cases of mutilated cur- 
rency were processed ? 

Mr. Howe tt. 45,800 cases. The 45.8 is in thousands. That repre- 
sents the currency mutilated by fire, laundry process, rodents, all sorts 
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of accidents. That is sent in to the Treasury for redemption under 
our regulations. 

Mr. Gary. Are there workload tables in here you would like to put 
in or did you cover them ? 

Mrs. Priest. I tried to cover them in my statement. 

Mr. Gary. Very well. 

Mr. CanFiexp. Mrs. Priest, good afternoon. 

Mrs. Priest. Nice tosee you again, Mr. Canfield. 

Mr. Canrrevp. Mrs. Priest, you always appear before us with a 
smart, chic bonnet, which is both intriguing and captivating. You 
have one today. 

Mrs. Priest. Thank you, sir. The hat is a success when a gentle- 
man pays a compliment on it. 

Mr. CanrieLp. Making that comment, I am reminded a few days 
ago of a party of women which was held here in Washington, and I 
heard some of those attending the party discussing the program. 

They were saying a Mr. John, of New York, had appeared before 
them to make a presentation, and that name was entirely unfamiliar 
to me. It seemed to be a name quite well known to womankind. 
Upon inquiry, I was told Mr. John was the No. 1 designer of American 
hats for American women. 

Mrs. Priest. I would not know too much about that, Mr. Canfield. 

Mr. Canripxtp. I was told also he was showing bonnets that cost 
from the range of $15, $20, $25, up to $15,000. 

Mrs. Priest. That is my point. That is why I would not know 
much about him. 

Mr. Canriexp. I did not know hats cost so much. 

I was 2 or 3 minutes late today because I was attending a luncheon 
held here on the Hill in compliment to Mr. Irving Levine, of the 
National Broadcasting Co., who recently, after 3 years of service in 
Moscow, was told to go home because of alleged violations of the Soviet 
censorship code. 

I was privileged to ask him a number of questions. One of the 
questions I asked was this: In the Soviet Union is there anything com- 
parable to the budget type of breakdown we have for expenses on the 
part of our American Romeuaaalt I was trying to find out if I 
could from him the per centum expenditure for the military and 
military potential. 

He said there was absolutely nothing like that in the Soviet Union. 
The folks over there and such men as he, noted correspondents, just 
simply could not find out what a true breakdown of expenditures 
would be by the state. Everything was so intermingled and doubly 
controlled that no figures would be anything like accurate figures. 


DAILY TREASURY STATEMENT 


Mrs. Priest. Mr. Canfield, I expect we are about the only Govern- 
ment in the world that publishes a daily statement of its debits and 
credits so we can have a breakdown at any time. 

Mr. Canrtetp. By the way, it is your office that has control over 
that. statement. 

Mrs. Priest. We prepare the daily statement. 
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Mr. CanrreLp. What can you tell us about the daily statement of 
the Treasury, its balance sheet? Have any improvements been made 
in recent months, Mrs. Priest ? 

Mrs. Priest. Mr. Howell will tell you about that. 

Mr. Howe tu. It was changed about 3 years ago to reflect more ac- 
curate information. The policy of what goes in the statement is dic- 
tated by the Secretary’s office. We compile the figures from all the 
depositaries and from that make up the public statement. 

Mr. Canrtetp. In other words, you take care of the mechanical 
part, so to speak ? 

Mr. Howetu. That is correct. 


INSCRIPTION OF “IN GOD WE TRUST” ON CURRENCY 


Mr. Canrievp. Mrs. Priest, my colleague, Mr. Alexander, prompts 
this question in a sense, although I did make a like inquiry yesterday 
to Mr. Holtzclaw, who heads the Bureau of Engraving and Printing. 
I was so pleased, and I know you were, when we a few months back 
first began making the new dry press one dollar bill, on the back of 
which appears the slogan “In God We Trust.” When I went abroad 
with some of those dollar bills in my pocket, I found that folk in vari- 
ous countries were extremely interested and all looked upon that with 
great favor. That is being well received, is it not? 

Mrs. Priest. It is also being well received in our own country, Mr. 
Canfield. We have many favorable comments from people in various 
sections of the country. They think it is a very fine addition to our 
currency. 

REDUCED PRICE OF CURRENCY 


Mr. CanrFiexp. I take it from your presentation today that because 
of the information recently sent you by the Bureau of Engraving and 
Printing indicating a lower rate for the purchase cost of currency, 
you will be able to increase your reserve during the coming fiscal year? 

Mrs. Priest. Yes. We think we will be able to purchase something 
like 130 million additional notes. 

Mr. Howe. That will occur in the balance of this fiscal year, then 
when Mr. Holtzclaw announces what the rate will be for 1960, we 
will be in a position to suggest an adjustment in the basic rate for that 
— so that we procure the same number of notes that we budgeted 

or. 
SETTLEMENT OF SMALL CLAIMS 


Mr. Canrievp. Mrs. Priest, as you indicate, the Secretary did say 
something last. week about the risk you might have to incur in the 
settlement of small claims. Will you be good enough to tell us a little 
bit more about that ? 

Mrs. Priest. Yes; we were talking about that just this mornin 
and the risk is rather remote, but I think Mr. Howell can perhaps tell 
you more about that. 

Mr. Howeuz. Yes. Our ordinary procedure calls for a full field 
Secret Service investigation to establish forgery before we will honor 
a claim. But our experience has been such that we felt in the case 
of payments that are repetitive, such as social security payments, we 
would be safe to proceed with the payment of those claims in advance 
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of receiving Secret Service reports, and we have paid thousands of 
them. We have made a few overpayments but have recovered in all 
cases. 

And we now pay the proceeds of lost checks upon receipt of letters 
the payees without sending them forms to execute. That is working 
out very well. We expect to expand on it. 

Mrs. Priest. It makes for better public relations, to. The people 
feel they are getting prompt attention instead of more delay and forms 
to fill out and so forth. 


BANKING SERVICES IN WASHINGTON, D. C. 


Mr. Canrtetp. One other question is this: In describing the responsi- 
bilities of your office—and there are a number—we find this: “Provid- 
ing general banking services to Government entities and the public 
in Washington.” 

P da services, may I ask, do you extend the public in our Capital 
it 

Mrs. Priest. Actually, the Treasurer’s Office here in Washington 
acts as a Federal Reserve bank for this area. We take care of the 
services the Federal Reserve banks are taking care of in other sections. 
We provide that service for this area. 

Mr. CanrteLp. Isthat a daily business? 

Mrs. Priest. Yes, we have a good many services to perform there. 

Mr. Howe... We issue the currency and coins to the local banks 
and cash Government checks over the counter and we receive Gov- 
ernment deposits here. 

Mr. Canrtetp. How many employees do you have in what you 
might call the Washington bank ? 

Mr. Howe tt. 51 or 52. 

Mr. Paattar. 64 in the entire activity. 

Mr. Canrtetp. That bank is where? 

Mr. Howe tr. Part of it is in the main Treasury building and our 
reserve vault is in the Bureau of Engraving and Printing annex. 

Mr. Canriexp. That is all. 

Mr. Arexanper. Mrs. Priest, I would like to commend you for 
the fine job you have done. I know all the women in the Ninth Dis- 
trict of North Carolina are certainly mighty proud of your outstand- 
ing work. 

Mrs. Priest. Thank you. 


ELECTRONIC EQUIPMENT 


Mr. Arexanner. Did I understand you to say that you had com- 
pleted the acquisition of your electronic equipment and that you are 
now operating at what you consider 100 percent? Do you rent that 
electronic equipment or do you purchase it ? 

Mrs. Priest. We rent it. 

Mr. Arexanprr. And do you have any competition in regard to 
suppliers of the rental equipment that you use? 

Mr. Howe. The selection of the type of equipment initially fixes 
the identity of the organization that supplies it. I think that is 
correct, is it not, Mr. Thompson ? 

Mr. Tuompson. Yes. 
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Mr. ALExANDER. How do you determine how much rent you will 
pay for a piece of electronic equipment ? 

r. Howe. That is determined on the basis of a negotiated con- 
tract. 

Mr. ALEXANDER. Once that piece of equipment has been perfected, 
then the cost of additional machines should gradually get less and less. 
Is not most of your initial cost in the invention, testing and trying 
to perfect it? Is that not the big cost ? 

r. Howey. Yes, but that is a continuous process. For example, 
we had decided when we made our next budget presentation to pro- 
pose that we procure an improved machine. Before we could do that 
there was a third development in process. 

aoe Thompson might be able to discuss the technical aspects of 
that. 

Mr. Tuompson. Well, we have a machine now that we are studying. 
We have very little information at this moment on the machine, but 
we expect to have something in March or April in the way of a text- 
book on the machine. But from the little information we have now 
we believe we have a better machine and we believe it will be more 
economical and take less current and less cooling and less maintenance, 
and I believe the manufacturer claims that because of some refine- 
ments it. will be a much better machine and a much cheaper machine. 

Mr. Atexanper. How many electronic machines do you have in 
the operation of checkwriting? 

Mr. Trompson. Checkwriting? 

Mr. ALEXANDER. Yes. 

Mr. Tuomrson. Well, we are in the payment operation. 

Mr. Avexanper. In the operation that you do, how many machines 
do you have and what do they do? 

Mr. Tuompson. Well, we have one main machine which we call the 
main frame, you might say, then we have a lot of auxiliary equip- 
ment to go with the main frame, 


RENTAL COST FOR ELECTRONIC EQUIPMENT 


Mr. ALexanver. How much do you pay for rental? 

Mr. Paeuiat. We pay $47,340 a month for the prime shift ussge. 
Any extra shift usage is on the basis of 40 percent of that, depending 
on the number of hours we use it. 

Mr. Atexanpver. How much did you pay out last year for rental? 

Mr. Pactiar. Fiscal year 1958 ? 

Mr. ALexanper. Yes. 

Mr. Paattat. $1,007,000. 

Mr, ALEXANDER. Do you expect to pay out a comparable figure an- 
nually for the rental of this equipment ? 

Mr. Paattiat. It may go up as the volume increases. 

Mr, ALexANpEr. That is what disturbs me about this operation. I 
am all for new inventions, but I do not seem to be able to get to the 
real heart and core of this thing as to how we are going, after it is in- 
vented, to get it down to a reasonable price and figure. Has that 
bothered you? 

Mr. Howe zt. Yes. The electronic machine now under development 
employs transistors instead of tubes and we expect to rent this new 
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equipment at less cost. So I feel the controlling. factor is in the field 
of advanced engineering rather than perfecting present equipment. 

Mr. A.exanopeR. I realize you negotiate with some company, but 
—. they pretty much tell you what you will have to pay; is that 
not right? 

A Ala Yes, but we started with 26 companies to see who 
could do the job and the number was reduced to 4 that had the capacity 
to do it, and we selected the one that could do it cheapest. 

Mr. THompson. That is right. And this is a contract between the 
General Services Administration and the manufacturer. 

Mr. Avexanper. I would like to see you keep right behind this 
thing. It irks me to feel that some of these companies—big or small, 
whatever they might be—that are capable of doing this can just set 
the price where we are not able to get a breakthrough and make any 
changes. 

Mr. Howe tt. I think it is fair to say that if we found tomorrow 
— company which could do it cheaper we would certainly make 
a change. 

Mr. Avexanper. That is what I want to urge you to keep behind and 
try to keep these things competitive rather than renting year after 
year from the same company, because I think, in our system of free 
enterprise, competition will be one thing that will keep the price down, 
but when it is a specialized field sometimes one company will get 
a monopoly and we have to pay whatever they say. 

Mr. Howet. I can assure you we will do everything we can to avoid 
that. 

Mr. Atexanpber. I hope you will continuously stay on that because 
$1 million a year is a lot of money for rental. 

Mr. Howeiu. Yes. We recently negotiated with another company 
for some of the auxiliary equipment than can do the job cheaper and 
better. 

Mr. AtexanpeER. I believe you would be smart to let some of these 
other people get a break on it instead of just dealing entirely with one 
company. 

Mr. Gary, Will the gentleman yield ? 

Mr. Atrexanper. Yes. 

Mr. Gary. The gentleman referred to the free enterprise system. 
That term is often used in connection with the American system, or 
misused, I would say. The American system is the free competitive 
enterprise system, and, if you take the “competitive” out of it, the 
system monopolistic and un-American. 

Mr. Avexanper. That is what is bothering me. I am not saying this 
critically of you people here, I think you are doing a good job, but I 
hope you will do all you can to see that it does not become a monopoly. 

Mrs. Priest. I can assure you we will keep trying in my office to 
find ways of improving our services and our efficiency and at less cost. 
We try todo that continuously and will watch it carefully. 

Mr. ALExANDER. I imagine these machines are somewhat like new 
automobiles, they keep making new models to sell them when actually 
you can get transportation out of the old models as efficiently as you 
can out of the new ones. I expect you will find in a period of 10 
years these electronic machine manufacturers will change their models 
every year. 
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Mr. Howe.t. One striking thing about the forthcoming equipment 
is that it will do the same job that our present equipment is required 
to do, but our present machine does things we do not require. 


PUBLIC DEBT 


Mr. ALExAnDER. On page 111 of the justifications I see a compara- 
tive statement of the public debt outstanding. Mrs. Priest, is the 
composition of the outstanding public debt about in the same ratio to- 
day as it was in 1953 ? 

Mrs. Priest. Mr. Congressman, I believe Mr. Pagliai has some in- 
formation on that. 

Mr. Pactta. I did not bring a statement for that date but we will 
be glad to furnish it. 

Mr. ALexaNnbrR. I note Treasury bonds, savings bonds, depositary 
bonds, Treasury notes, certificates of indebtedness, Treasury bills, 
and special and miscellaneous. What would this special and miscel- 
laneous be ? 

Mr. Howe tt. I think the Commissioner of the Public Debt is sched- 
uled to appear here tomorrow. 

Mr. Atexanper. I will go into that with him, then. I particularly 
was interested in the average percent of interest. I will take that 
up with him. 

That is all, Mr. Chairman. 

Mr. Pittton. Madam Treasurer, I am not going to try to add to the 
superlative compliments paid you by my colleagues because I am 
afraid I might detract from them. 

Mrs. Prizst. Now you can see why I like to come up here. 


RENTAL OF ELECTRONIC EQUIPMENT 


Mr. Piriion. I truly am interested in the question of electronic 
equipment. One million dollars rental a year seems to me to be an 
awful lot of money. In addition, the Bureau that was here this morn- 
ing I think was paying something like $300,000 a year for electronic 
equipment. They made the statement that some of that equipment 
was leased on a year-to-year basis with the right to cancel. Based 
upon that, I would assume that the company would have gotten the 
cost of research and fee Gow and invention and that sort of thing 
pretty much out of the U.S. Government in the first 2 years of opera- 
tion, yet there is no drop in the rental. If it went on for 10 years 
I suppost the rental would continue at $23,000 per machine, that was 
mentioned this morning. ; 

I am wondering whether or not there is not some way of perhaps 
reducing these rentals on electronic equipment? I just cannot imag- 
ine how much capital cost would have to be invested in order to bring 
about a return of $1 million a year. It would be tremendous. So 
I hope the departments will continue investigating and trying to get 
competitive—truly competitive, I mean, not just surface competitive— 
contracts. 

REDUCTION IN EMPLOYMENT 


At the same time I am wondering why it is, with the additional 
use of this very efficient electronic equipment, we seem to have no great 
reduction in employees. I understand you have an increased work- 
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load to take care of, but why does not the number of your employees 
drop down? , 

rs. Priest. We have had quite a reduction in our personnel, Mr. 
Congressman, but it took 2 years to instsall the equipment and by 
reason of attrition, personnel turnover, retirement, not replacing peo- 
ple, and so forth, we were able to cut down some; then we instituted 
training programs to qualify those who were to operate the machines, 
and we were able to place some of our people with other agencies so 
that we were not forced to throw anyone out of work, but we did 
materially reduce our force. 

Our work force now is 951. I know we had 1,284 when I first took 
office. Then when we began to put in the electronic equipment and 
we did other long-range planning, and have been able to reduce our 
personnel to the present 951. ; 

However, as I said in my statement, we will need 14 additional em- 
ployees for these two activities. 

Mr. Puu10n. I should think $1 million a year would take care of 200 
employees at $5,000 each. 

Mr. Howe... The pat saving in personnel came in another 
agency. They have already saved 300 people and another 89 will go. 

Mr. Pitut0n. I agree with my colleagues that we think you are do- 
ing a wonderful job in the Bureau. 


PAPER CURRENCY IN CIRCULATION 


I notice on page 108 of the justifications that the outstanding paper 
currency in circulation as of June 30, 1958, was $29 billion. How was 
that determined, whether you have $30 billion or $27 billion in cur- 
rency outstanding? What law do we have governing the issuance of 
currency, the total amount ? 

Mr. Howe xt. Public demand. 

Mr. Priui0n. It is just public demand ? 

Mr. Howe... Yes; and of course we retire it as it becomes worn 
out. The issues are usually a little larger and the currency outstand- 
ing continues to rise slowly. 

Mr. Piiui0on. Does the Federal Reserve Bank tell you they need 
another $1 million in $1 bills in Boston, for instance? 

Mr. Hower. Yes. We get orders through the Federal Reserve 
Board every day. They tell us how much to ship to each district. 

Mr. Prixtt0on. Does that have any influence upon the cost of living? 
Suppose all of a sudden the Federal Reserve banks were to say, “We 
ought to have $50 billion shipped around the country.” What would 
the effect be on the economy of the country ? 

Mr. Howett. I am not an economist and I cannot relate those things. 

Mr. Pitiron. Can anyone here? 

Mr. Howetx. Somebody in the Secretary’s office might. 

Mr. Priiion. We know if you were to issue $100 billion tomorrow 
it would have a very bad impact upon the country. But suppose you 
do the same thing except you do it by half a billion a month until you 
get to have $60 billion instead of $30 billion. What would happen? 

Mr. Howe. I do not know. 

Mr. Pituion. What determines the amount the Federal Reserve 
bank asks you to issue? 
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Mr. Howe... Speaking of silver certificates, we cannot issue them 
beyond the backing of the silver. As to the U.S. notes, the amount in 
circulation is fixed by law, so we have to issue the same amount we 
retire. Federal Reserve currency is backed by 25 percent gold cer- 
tificates and the rest in prime paper and Government securities. 

Mr. Pittion. Is there not some kind of paper that is not redeem- 
able in either silver or gold ? 

Mr. Howe... Silver certificates, of course, are redeemable in silver, 
and the currency itself can be exchanged for other lawful currency, 
but the courts have not decided what “lawful currency” is. 

I do not know if I have answered your question. 

Mr. Pixxion. I must be phrasing it wrong. Could the Federal 
Reserve System tomorrow come to you and say, “We need $40 billion 
instead of $30 billion” and have you issue another $10 billion in 
currency ? 

Mr. Howe tt. I am not aware of any restriction except to the extent 
they must have assets to back it. It ine to be backed 100 percent. I 
am sorry I am not learned enough to answer all of your questions. 

Mr. Piiuron. I had better go back and read my textbooks on cur- 
rency and banking. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Pituion. Someone in the Bureau of Engraving and Printing 
said they were reducing their spoilage from 40 percent—which was 
partly due to the installation of new equipment—down to about 5 
percent and they hoped to come down to 3 percent eventually, which 
will reduce the unit cost of your currency. If that is borne out, would 
you folks feel too badly if the $285,000 for U.S. currency came out? 

Mr. Gary. They have $12 million in there for U.S. currency and 
$1,220 million in notes. 

The Director of the Bureau of Engraving and Printing told us 
that they might reduce their unit cost on the currency during the 
next year. If so, that figure would be revised in accordance with the 
new unit cost, and I hope we will be able to get that new unit cost 
before we mark up the bill. 

Mr. Avexanper. Mr. Chairman, may I ask one more question off 
the record? 

(Discussion off the record.) 


SERVICES FOR THE FEDERAL RESERVE BANKS 


Mr. Prii1on. One more question: Do you perform services for the 
Federal Reserve banks? 

Mrs. Priest. Yes. 

Mr. Pruuton. The reason I ask is that I hope you get full cost from 
them, including your overhead. 

Mr. Howein. We do. 

Mr. Pitui0on. Because some of the new bank buildings are like 
fortresses and they seem to have so much money they do not know 
what to do with that I would like to see our Government get fully 
paid for whatever you do for them. I hope you will review what 
they pay you for all your services so that the United States is fully 
compensated. 
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Mr. Gary. Thank you, Mrs. Priest. We are always glad to have 
you before our committee. 
Fruipay, J ANvARY 30, 1959. ne 
To 
Fu 
BUREAU OF THE PUBLIC DEBT AV 
Nt 
ADMINISTERING THE Pusiic Desr AN 
WITNESSES as 
D. M. MERRITT, ASSISTANT COMMISSIONER 
R. A. HEFFELFINGER, DEPUTY COMMISSIONER 
R. J. DOWNIE, BUDGET AND ACCOUNTS OFFICER 3 
W. M. WEIR, ASSISTANT BUDGET AND ACCOUNTS OFFICER 04 
W. L. JOHNSON, DEPARTMENTAL BUDGET OFFICER S 
Program and financing 07 
1958 actual | 1959 estimate | 1960 estimate 
ae 08 
Program by activities: ¢ 
1. Issuance, servicing, and retirement of savings bonds._--| $34, 288, 808 $33, 927, 888 $33, 768, 080 3 
2. Issuance, servicing, and retirement of other Treasury 1g 
NIRS Se ee ec oecumae 6, 928, 834 7, 226, 775 7, 330, 583 a 
3. Maintenance and audit of public debt accounts-_-_---- 827, 399 777, 185 779, 811 1 
4. Promotion of the sale of savings bonds-_-.._...-.--.------ 5, 368, 626 5, 428, 000 5, 500, 000 
5. Executive direction. --.-......-....-... ewe 114, 687 121, 152 121, 526 
6. 1959 program obligated in 1958 54, 172 — 54, 172 = 
EE III Sr Boks oc bdbnia «cnidousadwl 47, 582, 526 “47, 426, 828 7 + 500, 000 
Financing: 
Conparative transfers to other accounts Ft a iets eek a ene oe eee 
1959 appropriation available in 1958. .__.......-.-.--.--- — 54, 172 i 178 }...... 
Unobligated balance no longer available -—_.____--- ca Ss 461 eee PS pe eee 
New obligational authority_............---.-. ‘ "47, 564, 940 | 4, 481, +000 | 47, 500, 000 | 
New obligational authority: ies ii Sh aid 
IES ech... aphinaiesasaniddonee rca sonce 46, 791, 940 46, 000, 000 47, 500, 000 1 
Transferred from— | | 
“Salaries and expenses,’’ Internal Revenue Service j 
re eee oe ee. COO. enetademucsoneese O67, 0001 ..-..:- pe ee 
“Salaries and expenses,’’ Office of the Treasurer (72 § 
i CDi btiintinnd dsanavekkubetunneteaseancesd Ld oe  eneee Anna 
Transferred to ‘Salaries and expenses, Division of Dis- 
bursement”’ (Reorganization Plan No. 26 of 195€) -_- —354, 000 ae, Sees er eee c 
Appropriation (adjusted) --.-_..._.._._..___-_- "47, 564, 940° "46, 000, 000 47, 500, 000 , 
Proposed supplemental due to pay increases. _- | et | eee 
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Object classification 






































1958 actual | 1959 estimate | 1960 estimate 
Total number of permanent pe I dicdcienesedenenmanuadael 4,012 3, 404 3,101 
Full-time equivalent of all other positions____....-....-.---..- 2 2 2 
Average number of all employees. .-.--.....---.-------.-.----- 3, 412 3, 122 2,911 
Number of employees at end of year--_...-..-----.-.-----.--- 3, 120 3, 050 2, 850 
remem TAB eree GE GAIIG oo ou. oo onc ccna sé dc cicenanccccsess 4.1 $4,152) 4.4 $4,744146 $4,879 
01 Pers%nal services: 
premonens ® MII: acess isan daca ihas tin Gotan nie eee one $15, 7 733 | $14, 939, 394 $14, 7 931 
P sitions other than permanent.....................-- 1, 822 11, 939 939 
Other personal services_-...-- 253) 078 179, 232 1738, 695 
Oe I III once ecccewecscccnccusacsses 15, 418, 633 15, 130, 565 14, 410, 565 
OD es pace tee aheockuoadsncuwounans & . 486, 533 428, 291 422, 791 
ee a ee eo i 504, 838 581, 772 581, 772 
A CORD BOE ns cua cicwnbonscotneawannansnes 1, 388, 638 1, 385, 491 1, 843, 491 
Oe, Ree ee ee en... cn aw ennsecnunnasscacwes 988, 342 1, 758, 713 1, 901, 713 
OG: FRMRRERIAS BIT TAO R I Os oe in ig os ce cwewnwndsnasecuncee 612, 779 552, 974 541, 974 
Printing of Government securities. -.................-- 2, 222, 88' 2, 071, 000 2,1 
OF QUnOr GC TPAC UIN Bere 8 nnn nc ceicen cane scensccnse 441, 561 354, 471 323, 471 
Services performed by other agencies: 
ee eg EE ee eres See 22, 881, 669 22, 500, 000 22, 700, 000 
Post Gree DOPATUMO..« .. 52s conc cnccscenss 801, 000 862, 000 
EM 21.0 toh oak diane gibines uaeteasreaeace 300, 000 300, 000 
OB I Oe NI 6 wine cots sv ocaeectcncsascdenuasdon 553, 542 , 442 
RIS GRE Ce 83, 200 5 
11 Grants, subsidies, and contributions -_ 976, 830 934, 430 
te ee eS ge een a § | aaa nee “Shee 14 eee 
15 Taxes and assessments._............-..--.-. 3,151 3, 151 
1959 program obligated .in 1958. OBE EEE Saannenswcncene 
Total obligations 47, 582, 52 526 47, 426, 828 47, 500, 000 








Mr. Gary. The committee will come to order. 
We will take up first this morning the Bureau of Public Debt. 


COMPARISON OF 1959 


AND 1960 BUDGETS 


At this point we will insert a brief table comparing the amount 
requested for 1960 with the amount appropriated for 1959 : 




















DEIR OUT AUN opie cet ean cet eeunmmoamnane aan snes $44, 500, 000 
CRROMEME. ADR cc occu sanautidnonn cae raende ken aaseh wate ane 1, 500, 000 
TOC] AUSLONTIOUION, TOUG sii os Sub econ nense— 46, 000, 000 
Total (including anticipated pay supplemental, 1959) __--___-____-_ 47, 481, 000 
Total (including anticipated pay and postal supplementals, 1959)__._ 47, 950, 000 
Estimate, 1960_----~- 47, 500, 000 
Increase over total Appropriation, 1959________________-_--_-__---_ 1, 500, 000 
Increase over total (including anticipated pay supplemental, 1959) __ 19, 000 
Decrease from total (including anticipated pay and postal supple- 
mentals, 1959) —450, 000 


SUMMARY JUSTIFICATION DATA 


We will insert in the record at this point pages 67 through 73 of 
the justifications. 
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(The material referred to follows :) 


Analysis of appropriation base for fiscal year 1960 


Regular appropriation, 1959 act 





Supplemental appropriation for 1959 





Total appropriation, 1959 





Reductions: 
Activity No.1. Issuance, servicing, and retirement 
it CAVA DONGS coco ee set 
Activity No.2. Issuance, servicing, and retirement 
of other Treasury securities_____ 


Additions: 
Activity No.1. Issuance, servicing, and retirement 
of savings bonds. 
Activity No.2. Issuance, servicing, and retirement 





of other Treasury securities___-. 
Activity No.3. Maintenance and audit of public 
debt accounts_ 
Activity No.4. Promotion of the sale of savings 





Activity No.5. Executive direction 





Adjustment in base (net) 





Appropriation base for 1960 





$44, 500, 000 
1, 500, 000 
* 46, 000, 000 
$955, 037 
5, 000 
9650, 037 
1, 385, 411 
3835, 608 
70, 889 
428, 000 
12, 129 
2, 232, 037 
eoneeee--- 1, 272, 000 
47, 272, 000 
228. 000 





Increase over appropriation base for 1960 


Appropriation estimate for 1960 





47, 500, 000 


Increase or decrease from total appropriation, 1959__--___ 1, 500, 000 
tDoes not include anticipated supplemental for 1959 to cover cost of authorized pay 


increases and postal rate increases. 


Comparison of appropriation base with appropriation estimate for 1960 


























Appropriation base Appropriation esti- Increase (+) or 
for 1960 mate for 1960 decrease (—) 
Activity 
Average | Amount | Averave | Amount | Averare | Amount 
positions positions positions 
1. Issuance, servicing, and rotire- 
ment of savings bonds. ......--. 1, 757. 2 | 33,540,C80 | 1,757.2 | 33, 768,080 |.......... 228, 000 
2. Issuance, servicing, and retire- 
ment of other Treasury secu- 
a eee 497.3 | 7,330, 583 OFS i PI OE Bice citeccadnccacacecece 
3. Maintenance and audit of public 
oe 118.9 779, 811 118.9 a cee 
4. Promotion of the sale of savings 
I i crite ciieeeiniandl 526. 1 5, 500,070 525.1 5, 500, 000 
§. Executive direction ... 11.0 121, 526 11.0 121, 526 
a 2,910.5 | 47, 272,090 2,910.5 | 47, 500, 000 
Adjustment in base (net). ..-...-..- NEO 1 EBS O00 Nias cenccnc|inwscncscenn 
Total appropriation 1959 (ad- 
justed) and appropriation 
estimate for 1960...........- 3,121.5 | 46,000,000 | 2,910.5 | 47,500,000 | —211.0 | +1, 500,000 























GENERAL STATEMENT 


This Bureau of the Treasury Department is responsible for administering the 
public debt. It administers the laws and regulations pertaining to public debt 


financing within the framework of the fiscal policies determined by the Secretary 
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of the Treasury. The Bureau's primary concern is with the issuance, servicing, 
and retirement of Government securities. It also has a general responsibility 
in the conduct or direction of transactions in public debt issues of the insular 
governments and of thuse Government-owned corporations for which the ‘Lreas- 
ury acts as agent. 

The appropriation granted to the Rureau provides, in addition to the adminis- 
trative costs of the Bureau, operating funds for the U.S. Savings Bonds Division, 
a separate organizational entity directly responsible to the Secretary for pro- 
moting the sale of U.S. savings bonds. The appropriation also includes funds 
for reimbursing the Federal Reserve banks, on anu actual cost basis, fur services 
performed in their capacity as fiscal agents of the Treasury; funds for payment 
of fees at stipulated rates to banks and other financial institutions fon redeeming 
saVings bonds; and funds for payment to the Post Office Department for services 
performed as issuing agent for savings stamps and for issuing savings bonds 
to the public in certain localities where other public facilities are not available. 

Departmental headquarters of the Bureau are in Washington where, in addi- 
tion to general executive direction and bureauwide administration, transactions 
relating to all securities other than savings bonds are conducted or directed ; 
offices concerned exclusively with transactions relating to savings bonds are 
located in Chicago, IIL, Parkersburg, W. Va., and Cincinnati, Ohio. 

The Bureau is requesting $47,500,000 for the conduct of its operations during 
fiscal year 1960. This is an increase of $1,500,000 over the amount thus far 
appropriated for fiscal 1959 but is $450,000 below the estimated 1959 require- 
ments as adjusted to include an amount of $1,950,000 currently estimated as 
necessary to cover salary increases as specified in Public Law 85-462, June 20, 
1958. and increased postal rates in accordance with provisions of Public Law 
85-426, May 27, 1958. 

It is anticipated that the estimated reduction in fiscal 1960 from 1959 require- 
ments will be mide possible by further organizational and procedural changes 
resulting from the introduction of electronic data processing ecuipment and 
procedures. It is expected that the Bureau in its office in Parkersburg, W. Va., 
will achieve the full effectiveness of the conversion from conventional punch- 
card operations to electronic data processing during fiscal 1960. The electronic 
system, initial units of which were installed during tiscal 1958, will be completely 
installed during the current fiscal year. 

The anticipated reduction of $450,000 from 1959 requirements is being de- 
veloped as a part of this 1960 estimate in the face of a substantial increase in 
work-volume estimates. The total volume, if processed under previously utilized 
equipment and procedures. would, conservatively estimated, cost approximately 
a million dollars more than the present estimate provides. 

Comparative work-volume estimates, together with discussions of changes in 
the Bureau’s operating procedures, are set forth in considerable detail later 
in this justification. 

DISTRIBUTION OF FUNDS 


An extremely important consideration in examining the composition of the 
appropriation “Administering the public debt” is the fact that a large portion of 
the funds are not under the direct administrative control of the Commissioner 
of the Public Debt. Funds for promoting the sale of savings bonds by the U.S. 
Savings Bonds Division, funds necessary for reimbursement to the Federal 
Reserve hanks for services performed as fiscal agents, funds for payment to 
agents for paying savings bonds and to the Post Office Department for services 
performed in connection with operations administered by the Bureau constitute 
approximately 65 percent of the total requirements under this appropriation title 
for fiscal 1960. 

The following table shows the distribution of funds by major allocations for 
the current fiscal year as compared with estimates for fiscal 1960. The alloca- 
tions in the financial plan for the current year have been revised considerably 
from the plan originally presented to the Congress a year ago, since the present 
plan includes supplemental funds in the amount of $1.500,000 appropriated in 
August 1958, Public Law 85-766, and also includes estimated requirements for 
pay increases and increased postal costs as indicated below. 
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Analysis of estimate for fiscal year 1960 as compared with the currently revised 
estimate for fiscal year 1959 

































































1959 Revised estimate 1960 estimate 
Cost Percent Cost Percent 
Administering the public debt: 
Bureau of the Public Debt: 
Operating expenses: 
eR os ssi mhmenoeeenemnn $11, 310, 000 23.6 | $lu, 576,000 22.3 
Other objects of expenditure........-....--- 5, 923, 000 12.3 5, 943, 000 12.5 
Total operating expenses. .......--.---.-- 17, 233, 000 35.9 16, 519, 000 .8 
Reimbursements: | 
Fees paid to paying agents-_- eRe eae 2 11, 100, 000 | 23.1 11, 200, 000 23.6 
Services performed by Federal Reserve 
Siac nec ankaer oss cadatusernsoenas 11, 500, 000 24.0 11, 500, 000 24.2 
Post Office Department: 
Savings stamp and bond sales_-_--_----- 801, 000 7 862, 000 1.8 
Penalty indicia and registered mailings- 1, 854, 000 3.9 1, 919, 000 4.0 
TR FE CD sccncccacccenincnens 2, 655, 000 5.6 2, 781, 000 5.8 
Total reimbursements......-.-------- 25, 255, 000 52.7| 25,481,000 53.6 
Total Bureau of the Public Debt_..-- 42, 488, 000 88.6 42, 000, 000 88.4 
U.S. Savings Bonds Division: 
Operating expenses: 
ae 3, 820, 565 8.0 3, 834, 565 8.1 
Other objects of expenditure. _-.....--- 1, 641, 435 3.4 1, 665, 435 3.5 
Total, U.S. Savings Bonds Division_- 5, 462, 000 11.4 5, 500, 000 11.6 
Total appropriation or estimate -_-_... 1 47, 950, 000 100.0 47, 500, 000 100.0 
Estimated pay increase (Public Law 85-462) __....----- me Be RS See a led 
Estimated postage costs (Public Law 85-426) -_--..--.-- Sk, Re RRA eee cweacases 
Total, estimated supplemental requirements. -_-- (Soa neesmerees isis irae 
Total, appropriation or estimated requirements 
EE cacoheanenticeminuheoninnbinedinnnnia 2 46, 000, 000 100.0 47, 500, 000 100.0 





1 Includes supplemental appropriation, Public Law 85-766, Aug. 27, 1958, and the projected requirements 
for pay increases and increased postage costs under provisions of Public Law 85-462 and Public Law 85-426. 
2 Includes supplemental appropriation, Public Law 85-766, Aug. 27, 1958. 


The above table shows a comparison of the Bureau’s present financial program 
for 1959 with the estimates, by major allocation of funds, for fiscal 1960. The 
revised 1959 column, as shown above, is decidely different from the budgeted 
program as presented to Congress last January. The present financial plan for 
1959 includes supplemental funds in the amount of $1,500,000 as provided in 
Public Law 85-766, August 27, 1958, and includes salary increases and increased 
postage costs as provided in Public Laws 85-426 and 85-462 for which funds 
have not as yet been appropriated. The table reflects the increases in fiscal 
1960 for such items as paying agents’ fees, postage, and Post Office Department 
services, all of which relate directly to the estimated increase in work volume. 

An offset to these increases, however, is in that portion of the appropriation 
required for administering the Bureau’s internal operations, such as personal 
services, rental of equipment, supplies, etc. These costs are being reduced by a 
net amount of $549,000, largely in personal services, with the reduction directly 
attributable to the utilization of electronic data processing equipment. Further 
reductions in staff from those already made during 1958 and 1959 are being 
planned in fiscal 1960. It is anticipated that a further reduction of 173 average 
positions will be made in the Chicago office during 1960, and another 31 in 
Cincinnati for a total of 204 average positions below 1959. These reductions 
are planned in spite of a substantial increase in estimated work volume in 1960 
of both sales and redemptions over the revised 1959 volume estimate. 

The eStimated increase in work volume is being diverted to the Parkersburg, 
W. Va., office where it will be processed on the electronic data processing equip- 
ment. The increased volume can be handled by that office with only slight 
increases in requirements for supplies and materials but with no additional 
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costs for machine rentals. Every effort will be made to hold the staff of this 
office to 1959 levels and, accordingly, the budgeted program for fiscal 1960 in- 
cludes no increase in Staff to process the estimated increase in volume. 

Volume estimates for comparable years are set out in the table below. It is 
exceedingly difficult to estimate precisely the volume of sales and redemptions 
of savings bonds because of the unpredictable forces affecting the Nation’s 
economy. Budget estimates, of necessity, must be prepared months in advance 
of the period in which the sales and redemptions occur and must be modified 
constantly as more recent economic analysis results in predictions of changing 
economic trends. Although the overall work volume of the Bureau has remained 
relatively constant during the past few years, there have been fluctuations of 
a few millions of pieces that have had important budgetary implications. 

The volume estimates for fiscal 1959 which were originally presented to Con- 
gress last January have had to be materially modified during the year which 
resulted in the necessity of supplementing the 1959 appropriation even as the fis- 
eal year began. Since the Congress approved legislation increasing the yield on 
savings bonds to 3% percent the trends on sales and redemptions have tended 
to be stabilized and it is believed that the revised volume estimates for 1959 and 
the estimates for 1960 as set out in the following table are as accurate as it is 
possible to develop at this time. 


Estimated work volume 





1959 





Major units of work volume 1958 actual 1960 estimate 
As presented | Currently 
in the 1959 revised 








budget estimates 
Savings bond program: 
Issues: 
Sales..........-.---------.--.----------] $90,680,278 | $07,900,000 | $92,300,000 $96, 700, 000 
Other issues: All series, a/c claims, re- 
issues, and exchanges. ---.-.-------- 2, 422, 801 2, 900, 000 2, 700, 000 2, 800, 000 
EE MR dine creascnscaccannda. 93, 103,079 | 100, 800, 000 95, 000, 000 99, 500, 000 





Retirements: 
Redemptions-.-._...- 


passat akc eine cession 94, 407, 583 89, 500, 000 92, 300, 000 92, 900, 000 
Other retirements: All series, a/c claims, 
































reissues, exchanges, and spoils_.---- * 4, 812, 359 5, 500, 000 5, 500, 000 5, 600, 000 
Total retirements. -....-...--....- é 99, 219, 942 95, 000, 000 97, 800, 000 98, 500, 000 
Other Treasury securities program: 
Issues: 

SIR So siaankécenkceacekoses 2, 226, 537 1, 800, 000 2, 450, 000 2, 450, 000 
EE eee ae 2, 167, 239 1, 900, 000 2, 375, 000 2, 375, 000 
Total issues..-...-..-- ree Serre 4, 393, 776 3, 700, 000 4, 825, 000 4, 825, 000 

Retirements: 
NO itbcadidcacdinnnwseceede 2, 764, 515 1, 800, 000 2, 850, 000 2, 850, 000 
Exchanges. .-.-.--- embuss avanueien 1, 643, 201 1, 300, 000 1, 650, 000 1, 650, 000 
Total retirements. ...-.....-..-.... | 4, 407,716 3, 100, 000 4, 500, 000 4, 500, 000 
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EXPLANATION OF LANGUAGE CHANGE 
No request is being made for any language change in the fiscal year 1960. 


Analysis of appropriation base 





Appropriation allo- Net change in base, 
cation for 1959 Adjustments in base inerease (+) or 
decrease (—) 


Activity 





Average | Amount | Reduc- | Additions | Average | Amount 
Positions tions positions 





1. Isstiance, servicing, and retire- 
ment of savings b».nds _.___- 1, 961.2 |$33, 109, 706 | $955,037 | $1, 385, 411 —204.0 | +$430, 374 
2. Issuance, servicing, and retire- 
ment of ther Treasury securi- 





RE ee 497.3 | 6,999,975 5, 000 Serres +330, 608 

3. M»i>tenance and audit of public 
it te 118.9 | | Sn +70, 889 

4. Prom tirn ef the sale of savings 
eae E07 S080 1.......... 428, 000 —7.0 +428, 700 
& Executive direction. _........__- 11.0 ae nen +12, 129 
Total -| 3,121.5 | 46,000,000 | 960,037 | 2,232,037 —211.0 | +1, 272, 000 


























Mr. Gary. We have with us this morning Assistant Commissioner 
PD. M. Merritt. I understand that the Commissioner Kilby is ailing. 
We are certainly distressed that he cannot be with us. He has ap- 
peared hefore this committee on numerous occasions and we have 
always found his testimony very informative. We are very sorry 
that he is indisposed and we trust that he will soon be restored to 
complete health. 

Mr. Merritt, we will be glad to hear from you at this time. 

Mr. Merritt. Mr. Chairman, before I read the statement I would 
like to say that it is with regret that we appear before you this 
morning without Commissioner Kilby. He was taken ill before 
Christmas and he kept coming into the office from time to time and 
it was only last week that he was in the hospital undergoing a series of 
tests attempting to determine the exact nature of his illness. 

It would take a severe illness to keep him away today because he 
has always enjoyed appearing before this committee and discussing 
with you the improvements we have made in the Bureau, its problems, 
and to justify our fund requirements. 

With the aid of my associates here with me this morning, I will 
attempt to answer in full the questions you may have relative to fiscal 
1960. 

With your approval I will read the statement which Mr. Kilby pre- 
pared at a time when he thought he would be able to present it in 
person. 

Mr. Canrtecp. Mr. Chairman, I, too, regret that Commissioner 
Kilby is unable to be with us this morning and I hope that his recovery 
will be both rapid and complete. He is one of the senior employees 
of the Treasury Department, having served that Department for more 
than 40 years. He is a thoroughly dedicated public servant and has 
always been a most refreshing, helpful, and responsive witness before 
this subcommittee. 

We look forward to seeing him personally reasonably soon. 


Mr. Gary. You may proceed, Mr. Merritt. 
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GENERAL STATEMENT 


Mr. Merritt. The total gross public debt on December 31, 1958, was 
about $283 billion. This debt is represented by about 475 million 
individual securities held by millions of individuals in all walks of 
life and by banks, life insurance companies, corporations, State and 
municipal governments and other types of investors. While the 
amount of the debt does not fluctuate markedly from month to month, 
there is a high rate of turnover of the securities involved. For ex- 
ample, during the fiscal year 1958 about 97.5 million securities were 
issued and 103.5 million were retired. It is the responsibility of the 
Bureau of the Public Debt to handle the issue and retirement of these 
securities in the most economical and efficient manner and to provide 
all normal essential service functions that arise in connection with the 
outstanding debt. It is our purpose to render prompt, efficient, and 
equal service to all holders of Government securities at the lowest pos- 
sible cost to the taxpayers. 

To carry out our responsibilities during fiscal 1960, we are request- 
ing an appropriation of $47,500,000. This is an increase of $1,500,000 
over the amount thus far appropriated for fiscal 1959 but is approxi- 
mately $500,000 below additional requirements as adjusted to include 
amounts necessary to cover recently approved salary and postal rate 
increases. 

It is currently estimated that the workload of the Bureau will in- 
crease by approximately 5 million pieces in fiscal 1960 over 1959. This 
constitutes a volume increase of approximately 2.5 percent without any 
increase in operating fund requirements. It is possible to estimate 
an absorption of this increased work volume by reason of changes in 
organization and procedures, which are explained in some detail in 
the justification materials but which I shall touch on briefly with you 
in a moment. 

Of the total requested for 1960, $5,500,000 is for the U.S. Savings 
Bonds Division, the detailed needs for which will be justified by repre- 
sentatives of that organization. The remaining $42 million is for the 
operations of the Bureau of the Public Debt. The latter amount in- 
cludes $11,500,000 for reimbursement to the Federal Reserve banks for 
services performed as fiscal agents of the Treasury in the issue, serv- 
ice, and retirement of all securities, $11,200,000 for payment of fees 
to commercial banks and other financial institutions for redeeming 
savings bonds and $862,000 for reimbursement to the Post Office De- 
partment for services performed in selling savings stamps and for 
issuing savings bonds to the public in certain localities where other 
issuing agents are not available. The proposed financial plan by 
major fund allotments in fiscal 1960 as compared with the current 
allotments for 1959 is set forth in a table appearing on page 70 of 
the justifications. 

ESTIMATED WORK VOLUME 


The work volume of the Bureau has remained relatively constant 
during the past few years with some minor increases or decreases in 
issues and retirements of savings bonds. It is currently estimated that 
the volume of work in the issue of savings bonds will be greater in 
1960 than in the current fiscal year by approximately 414 million 
pieces, while the work on the retirement side is estimated to increase by 
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about three-fourths of a million pieces. Although our work volume 
estimates are developed with the greatest care possible, it is extremely 
difficult to accurately predict the economic forces which may have 
an effect on the number of securities that will be sold or redeemed in 
any specific period of time in the future. If the assumptions on which 
our volume estimates are based are modified because of changes which 
occur in the economic condition of the country, adjustments in volume 
estimates must be made. Comparative volume statistics for 1958, 1959, 
and 1960 are set forth in a table appearing in the justifications. 


MANAGEMENT IMPROVEMENT ACTIVITIES 


The Bureau has active employee suggestion and training programs, 
as well as a specialized staff working vigorously and continuously on 

roblems relating to organization and procedures. The search for 
Litter methods of doing our work and ways of developing more eco- 
nomical and effective procedures is never-ending. Improvements in 
operations are made each year, which either reduce the costs of doing 
our job or result in better service to the public at no additional cost. 
Some of these improvements in methods and procedures result in im- 
mediate, one-time economies through reduced requirements for per- 
sonal services, machine rentals, space, or equipment. Other improve- 
ments result in less immediate but very significant long-range econ- 
omies. Specific management improvement projects resulting in sav- 
ings during the past year are alluded to in our justifications. The 
individual projects are, however, too numerous to present in any de- 
tail in a budget justification. Savings resulting from these improve- 
ments have each year for the past few years added to several hundred 
thousand dollars. During the past year, a large part of the organized 
management improvement activities of the Bureau have been con- 
centrated on the conversion of certain phases of the savings bonds 
operations to electronic data processing equipment and techniques. 


USE OF ELECTRONIC EQUIPMENT 


Last year, when we appeared before this committee, you were told 
where we stood with regard to the use of electronic data-processing 
equipment for certain savings-bond operations. At that time it was 
indicated that our final decision to go forward with conversion plans 
was related to the successful introduction and use of the punchcard- 
type bond, which replaced the series E paper bond on October 1, 1957. 
In August of 1957 a new office was opened in Parkersburg, W. Va., to 
perform accounting, auditing, and recordkeeping work involving the 
card bonds. 

Last April the first unit of the electronic data-processing installa- 
tion, a card-to-tape converter, was put into operation. Two more con- 
verters were installed in July. Since that time the slowly expanding 
staff of that office has been converting essential information from bonds 
and bond stubs for series E savings bonds to electronic tape. The cen- 
tral processing unit, which includes arithmetic and memory units, was 
installed during October and has been in operation since November 1, 
1958. All of the equipment has now been installed, and test and trial 
runs have been completed. Debugging of some of the components of 
the system is not yet complete. As a consequence, peak operating 
efficiency of the system still remains to be realized. 
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ORGANIZATION AND PROCEDURAL CHANGES 


The introduction of the punchcard bond, together with the use of 
electronic equipment for its processing, has made possible significant 
changes in the Bureau’s organization and procedures. Many of these 
changes have already been introduced ; others will be made as time and 
experience warrant. At the close of fiscal year 1957, the Bureau had 
three audit branches of the Division of Retired Securities. On 
July 31, 1957, the Chicago Audit Branch was closed. Work formerly 
processed in that office was distributed between the New York and 
Cincinnati branches until June 30, 1958, when the New York Audit 
Branch was closed. Now only the Cincinnati Audit Branch processes 
those outstanding savings bonds which are in conventional paper form. 

The staff complement of the former three audit branches, which 
was over 500 man-years in fiscal 1957, has been reduced to approxi- 
mately 200 man-years for the one remaining office in fiscal 1960. This 
figure should reach an even lower level in future years. 

Series E punchcard bonds are being processed on both the issue and 
the retirement side in the Parkersburg, W. Va., office. That office has 
been expanded gradually to its present strength of approximately 500 
people, which number should continue to be close to its full staff 
complement, except for temporary or emergency conditions. Varia- 
tions in work volume of a million or two pieces should not have the 
same direct impact on increases or decreases in personnel requirements 
as has been true in previous years under former procedures. : 

While the Parkersburg office has been expanding and the work of the 
audit branches has been contracted, the work of the conventional 
machine operations in the Chicago departmental office has been greatly 
reduced, since no bond stubs representing issues dated on and after 
October 1, 1957, are being sent to that office. The staff of that office 
has been reduced approximately 600 man-years during the past year 
and one-half. 

It is our hope that as the problems relating to the completion of the 
conversion to electronic data processing become more fully resolved, 
the Bureau will be able to reflect even further economies in operations, 

Thank you for this opportunity of appearing before you to present 
our budgetary request for fiscal 1960. We shall be glad to discuss 
any points on which there may be questions. 


NUMBER OF PERSONNEL EMPLOYED 


Mr. Gary. How will the year 1960 compare with 1959 as to total 
personnel in your Bureau ? 

Mr. Merritt. There is a reduction of personnel indicated in a total 
of 211 man-years for 1960. 

re Garr. How many employees will that amount to approxi- 
mately ¢ 

Mr. Merrirr. Including 526 in the Savings Bond Division, 2,910.5 
to be exact, as set forth in the budget. 

That includes the 526 positions in the Division of Savings Bonds. 

Mr. Gary. That is the total personnel ? 

Mr. Merritt. Yes. 

Mr. Gary. What was the total personnel for 1959? 
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Mr. HerretrinorR. I have that figure — if I may present it. 
We show for public debt in 1959 an estimated 2,589 average posi- 


tions which will drop to 2,385 in 1960. 


WORKLOAD TABLES 


Mr. Gary. We will insert in the record at this point the workload 


tables on pages 77, 79, 80, 85, and 86 of the justifications. 


(The pages referred to follow :) 


The following table indicates the estimated volume of savings bond issues and 
retirements used in the development of this budget presentation for fiscal years 
1959 and 1960 compared with actual figures for fiscal 1958. 


TARLE 1.—Volume of savings bonds issued and retired 





















































Type of transaction 1958 actual 1960 estimate 
ues: 
Sales, Series E_... 89, 988. 736 95, 800. 000 
CE EAE AE NLS, 691, 542 900, 000 
NE bce cnn dap cca bncovcantcscaveaecodnoecke 90, 680, 278 96, 700, 000 
Other Aang (claims, reissues, exchanges, etc.)_...........- 2, 422, 801 2, 800, 000 
Total issues....-. 93, 193.079 99. 500. 000 
Retirements: 
Redemptions: 
Series F: 

Unmatured 71, 139, 596 72, 300, 000 

Matured: 
Within 1 year......... “3 2, 983. 608 3 000.000 
After 1 year... 18, 101, 113 16, 100, 000 
Total redemptions, Series E-.............-- 92, 204, 317 91, 400, 000 

Other series: 

Unmatured 726, 816 500. 00 
Matured.-.. ie a 1, 476, 450 1,000, 000 
Total redemptions other series. .....-. arene eerie 2, 203, 266 1, 500, 000 
bh a aE AO 94, 407. 583 92. 900.000 
Other retirements (claims, reissues, spoils, etc.) .....-.---- 4, 812, 359 5, 600. 000 
Total retir Ee a ee rn ac ce ee eee 99, 219, 942 98, 500, 000 

















TABLE 2.— Volume of work classified by major functions within each participating 




















organization 
{In pieces] 
1958 actual 1960 estimate 
Post Office Department: 
i Pe ere: 95, 190 125, 000 125, 
oo | ae 109, 752.850 | 120,000. 000 130. 000, 000 
Savings bonds certified for payment 96, 288 . 000 100, 
Federal Reserve Banks: 
Issue stubs and spoiled bonds accounted for_..........-.-- 95, 063, 650 95. 000. 000 99, 500, 000 
og | ee 10, 516, 046 10, 900, 000 12, 500, 000 
Bonds received and released in safekeeping 540, 029 500, 000 400. 000 
Bonds received and delivered on reissue and replacement - 4, 637, 026 5, 400, 000 5. 600, 000 
Paid bonds processed (transmittal letters) _............-- 3, 108 008 3.000. 000 3 000. 000 
A-F, J and matured G bonds redeemed by banks.__- 3,083. 859 3,000, 000 3,000. 000 
Bonds redeemed by banks (other series). .............-. 659. 828 500.000 500. 000 
Bonds redeemed bv paving agents on fee basis..........-- 92, 546, 870 88, 800, 000 89, 600, 000 
Bureau of the Public Debt: 
Registration stuhs functioned on issue. --........--.--.-.-- 93, 103. 079 95 000, 000 99, 500, 000 
Retired bonds processed --......- 99, 219, 942 97, 800, 000 98, 500. 000 
Service functions: 
Bonds functioned (forwarding items) __...........---- 242, 554 241, 500 241. 500 
Interest accounts serviced (payments authorized) ----- 5, 285. 200 5, 533. 000 5, 658 000 
Registration released (bonds functioned) 743, 568 675.900 675, 000 
Claims cases functioned | -_.-....---.----- 81, 332 85, 000 83, 500 
General inquiry cases functioned ._...............-.-.- 79, 044 90, 000 85, 000 
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TaBLE 3.—Cost of handling the volume of work classified by major functions within 
each participating organization 





1959 estimate | 

































































































1958 actual 1960 estimate 

Post Office Department: 

PRR IE OU ese cbcwin eked aconnsddeneicnadespoess $30, 652 $56, 000 $56, 000 
SUVTRER REMI SON 6 a - sc ccnorcdnqcnveddcdendawiencdneceun 580, 812 737,000 798, 000 
Savings bonds certified for payment. -........-.---.-.--.-. 4, 764 &, 000 | 8, 000- 

Total, Post Office Department........------------------ 616, 228 801,000 | 862, 000 

Federal Reserve banks: 

Issue stubs and spoiled honds accounted for.............------ 2, 138, 057 2, 137, 500 2, 150, 000° 
eg. a ee eee 1. 420, 035 1, 490, 000 1, 513, 000° 
Bonds received and released in safekeeping........-..--..- 207, 105 195, 500 160, 000° 
Bonds received and delivered on reissue and replacement - 1, 380, 751 1, 380, 600 1, 385, (00 
Paid bonds processed (transmittal letters) ._.......--.---- 842, 860, 34 860, 300 
A-F, J and matured G bonds redeemed by banks....-.--- 1, 455, 028 1, 466, 050 1, 461, 050 
Bonds redeemed by banks (other series) ......-.-.-------- 550, 302 535, 050 535, 050 
Bonds redeemed by paying agents on fee basis........--.-. 11, 531, 930 11, 100, 000 11, 200, 000 

Total, Federal Reserve Banks. ............-.-....--...- 19, 525, 847 19, 165, 000 19, 265, 000 
Bureau of the Public Debt: 
Registration stubs functioned on issue........-.---------- 7,024, 244 6, 573 756 6, 050, 939 
Redeeme'l HONS PTOCNEIOG. .. « . . <n e ccncecacscnvecseccces 3, 624, 108 3, 824, 504 3, 516, 736 
Service functions: 
Bonds functioned (forwarding items) -~...-..-..-.---- 635, 545 668, 822 687, 709 
Interest accounts serviced (payments authorized). 686, 936 758, 770 770, 326 
Registrations released (bonds functioned)-.....-..---- 203, 603 210, 228 235. 742 
Claims cases functioned... ........------ 1, 039, 238 1, 166, 281 1, 237, 792 
General inquiry cases functioned.........-..--.----..----- 962, 084 1,094, 527 1, 141, 836 
A GR cities vicn so tc cwnnis ceccnneinsencessseedsiens 3. 527, 506 3, 898, 628 4, 073, 405 
Total, Bureau of the Public Debt..........-..-.---.---- 14, 175,858 | | 14, 296, 888 13, 641, 080 
ORE SIR iow etn to cee sicdicaniincnienssueanssacebusgan 34, 317,933 | 134, 262, 888 33, 768, 080 
11959 costs include anticipated supplementals for pay increase and postal increase. 
Securities other than savings bonds 
1958 actual | 1959 estimate | 1960 estimate 

Issues: 

Original issues. -_... 2, 22h, 537 2, 450, 000 2, 450, 000 
Exchanges, claims, etc. 2, 167, 239 2, 475, 000 2, 375, 000 
Total issues.._- 4, 392, 776 4, 825, 000 4, 825, 000 
Retirements: 
Redemptions. -- os 2, 764, 515 2, 850. 000 2, 850, 000 
Exchanges, claims, etc-- 1, 643, 201 1, 650, 000 , 650, 000 
Total retirements_ 4, 407, 716 4, 500, 000 4, 500, 000 
Volume of work classified by major functions 
{In pieces] 
Actual, Estimate, Estimate, 
1958 1959 1960 
Federal Reserve banks: 
Securities prepared for delivery on original issue. ---_.....- 2, 203, 311 2, 450, 000 2, 450, 000 
Securities received and delivered on service transactions - 3, 787, 662 4, 025, 000 4, 025, 000 
SR | EE PS TESTE SET ETT 2, 785, 689 2, 850, 000 2, 850, 000 
Entries posted to tax and loan accounts 2, 598, 143 2, 500, 000 2, 500, 000 

Bureau of the Public Debt: 

Security transaction cases functioned. -.......-........--- 38, 014 39, 500 39, 500 
Pieces of security stock received or released --........-.-.- 9, 658, 461 10, 000, 000 10, 000, 000 
Claims cases functioned_...........---------- 4,081 4, 100 4, 100 
Interest accounts serviced (payments authorized).-......- 439, 834 424, 000 424,000 
Retired securities processed (includes unissued stock) ..--- 3, 856, 520 4, 000, 000 4,000, 000 
Retired interest coupons processed (includes unissued 

coupons) 15, 274, 693 15, 500, 000 15, 500, 000 
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REIMBURSEMENT TO FEDERAL RESERVE BANKS FOR SERVICES PERFORMED 


Mr. Gary. In your statement you refer to the fact that your appro- 

pe includes $11,500,000 for reimbursement to the Federal Reserve 

anks for services performed as fiscal agents of the Treasury in the 
issuance, service, and retirement of all securities. 

Is that compensation on a piece basis? 

Mr. Merrirtr. That is a reimbursement for actual out-of-pocket 
expenses incurred by the Federal Reserve banks and branches. They 
are not paid on a piece basis. 

Mr. Gary. Do they have to present to you their expenses, or is there 
just a certain allotment to cover that? 

Mr. Merrirr. They submit to us invoices which represent a pro- 
ration of personnel, services, and costs. 

Mr. Gary. For handling your work? 

Mr. Merritt. Yes, sir. 

" _ Gary. It is on a basis of actual expense to the Federal Reserve 
ank ? 

Mr. Merrirr. That is correct, sir. 

Mr. Gary. They make no profit out of it at all? 

Mr. Merrirr. No, sir. 


FEES PAID TO COMMERCIAL BANKS FOR HANDLING SAVINGS BONDS 


Mr. Gary. This $11,200,000 is for the payment of fees to commer- 
cial banks and other financial institutions for redeeming savings bonds 
and $862,000 for reimbursement to the Post Office Department. 

What is the basis for the payment of fees to the banks? 

Mr. Merritt. Commercial banks and others who have qualified as 
paying agents are reimbursed at the rate of 15 cents a bond for the first 
thousand bonds handled in a quarter and 10 cents a bond for those in 
addition over and above the thousand. It averages, with a medium 
sized or large bank, a rate of something over 12 cents. 

Mr. Gary. They are paid on a piecework basis? 

Mr. Merrirr. That is correct. 


REIMBURSEMENT TO THE POST OFFICE DEPARTMENT FOR SERVICES 
PERFORMED 


Mr. Gary. How about the Post Office? 
Mr. Merritt. The Post Office is reimbursed. 
Mr. Down. Mr. Gary, if I may answer, we have estimated for the 
Post Office for 1960 the amount of $862,000 which is developed on 
a piece basis. The larger amount is for the reimbursement for han- 
dling savingsstamps. That is ona unit-cost basis. 
They handle a small number of bonds also on a unit cost basis. 
Mr. Merritt. The unit cost for handling savings bonds was 0.445. 
I have only carried it to three places per bond. 
On savings stamps it is 0.0061. That is on savings stamps. 
On savings bonds, certified for payment, it is 0.082 cent per 
certification. 
‘ eee What do you mean by unit cost for handling; in the 
anks ? 
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Mr. Merritt. By the Post Office Department. There are only a 
small number of post offices now handling redemption of bonds. 

Mr. Gary. Someone wrote to me some time ago and said that he 
understood—I do not remember the figures right at the present time— 
but it seems to me that he had been told that it cost the Government 
$40 to issue, print, and handle a $25 bond. : 

Do you have the actual per unit cost of the entire handling of a 
$18.75 bond, including printing and all of the incidental handling 
and redemption ? 

Mr. Merrirr. We have used for several years an average cost, which 
is really the basis we have to work on because on service functions 
every transaction is a bit different. We did use for quite a period 
of time a 38 cents cost, from the cradle to the grave, so to speak, and 
since the installation of the electronic equipment we have not re- 
computed it until we are a little further along in our operation. It 
would be somewhat in that area at the present time. 

Mr. Gary. Apparently this person who wrote to me had dollars and 
cents mixed up. It costs about the number of cents he said dollars. 

Mr. Herretrincer. Mr. Gary, taking a combined issue and redemp- 
tion workload of 190 million pieces, if we came to you for 40 times 
that, Iam sure you would throw us out. 

Mr. Gary. Do you know how many positions are being paid for 
in the Post Office out of this contribution or payment you make to 
them ? 

Mr. Merrirr. I could not answer that question, sir. I do not know. 

Mr. Downie. They report no positions to us. They report only 
fractions of time or man-years throughout the country. 

Mr. Herretrincer. The reimbursement is based on the Post Office’s 
cost ascertainment system and based on how much time during a sam- 
pling period a postal clerk will spend on bond work, and based on that 
time they compute it on an annual basis. 

Mr. Gary. I believe you said partly on a piecework basis and partly 
on a cost basis, did you not ? 

That is, for savings stamps? 

Mr. Downtg. All under unit costs. 

Mr. Gary. It appears in Mr. Kilby’s statement read by you that 
$862,000 of your appropriation will be used for reimbursement to the 
Post Office Department for services performed in selling savings 
stamps and for issuing savings bonds to the public in certain localities 
where other issuing agents are not available. 

In the President’s budget it shows a figure of Treasury Department 
sales of savings bonds and stamps, an estimate of $1,109,000 for the 
Post Office. 

Mr. Herrecrincer. I can answer that, Mr. Chairman. 

We received from the Post Office Department a letter asking for 
that figure, I believe. We have not come to any agreement with the 
Post Office Department that we will reimburse them that amount in 
1960. We hope to prove to the Post Office Department that the 
$862,000 figure is a fair cost for doing the job for us. 


OBLIGATIONS TO DATE 


P Mr. Gary. What are your actual obligations to the latest available 
ate? 
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Mr. Downtr. I have them here, Mr. Chairman. 
Mr. Mereirr. Through December 31, $23,785,003.42. 


REDUCTION IN PRINTING OF SECURITIES 


Mr. Gary. On page 74 of the justification in the analysis of the net 
change in the appropriation base, the reduced cost per unit in the 
printing of certain securities is treated as a nonrecurring item. 

Why should not such a reduction recur year after year and effec- 
tively reduce the annual level of appropriation required ? 

Mr. Downie. Are you speaking of the $5,000? 

Mr. Gary. Yes. 

Mr. Downtr. That will recur year after year. It is taken out of the 
base at this time which means it will be out permanently from this 
time on. 

Mr. Gary. The statement in the justification shows this estimated 
reduction amounts to a nonrecurring cost of $5,000 and that is an 
error; is it not? 

Mr. Downte. No, sir. That is the expression we use in referring 
to a reduction from base. We have taken the $5,000 out from our 
base and it will not recur again in future years. Should the Bureau 
of Engraving and Printing raise its units costs in future years, then 
we would ask for an amount in addition for this item and justify the 
increase to you in our presentation before the committee. 

Mr. Gary. Should they decrease it further, as they indicated to the 
committee the other day they might do, there would be a still further 
reduction ? 

Mr. Downtr. We would reflect it accordingly in whatever amount 
they offered ; yes, sir. 


USE OF ELECTRONIC EQUIPMENT 


Mr. Gary. Mr. Merritt, will you tell us something about your use 
of electronic equipment, and particularly how the new E-bonds elec- 
tron’c card handling is working? 

Mr. Merrirr. I will initiate that discussion and then I will 
ask Mr. Heffelfinger, who has been working actively with the commit- 
tee, to continue with that. 

The bond was initiated, the new bond, in October 1957 and the first 
converters were installed in the Parkersburg office in the spring of 
1958. Then there was additional equipment from then on until early 
in October 1958, when the central processor was installed. 

In any electronic system, there is a period of—I would not call it 
exactly trial and error—but a period of eliminating imperfections in 
the units that have been manufactured at the plant, getting them out, 
getting the routines established, and getting the work moving as we 
would like to see it move. 

I think at this point I will ask Mr. Heffelfinger to speak in a little 
more detail on the question. 

Mr. Herretrincer. We have observed, Mr. Chairman, that it has 
been reported nationally that many companies apparently are buying 
the so-called gigantic brains without first having determined how they 
og be used. This was not the case in the Bureau of the Public 
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In 1949 we worked very closely with the Bureau of Standards to 
determine whether the operations relating to the savings bonds might 
feasibly be performed by data processing equipment. We have in our 
files a formal report from the Bureau of Standards telling us that 
those operations could be adapted to electronic processing. At that 
time we attempted to get the necessary funds to proceed with the work 
and we were not able to doso. 

I am thankful that we were not because I think that the art had not 
been perfected at that time where, looking back, it would have been 
wise to proceed. 

In 1955, Mr. Kilby established a special committee from within our 
Bureau to thoroughly analyze our operations to determine whether 
the time had come, in view of the progress made in the art, to adapt 
our operations to that kind of processing. 

That committee wrote up our procedures, contacted all companies 
in the country who were interested in doing the job for us, and we held 
a symposium in the Treasury Building at which those companies were 
present. We explained to them how we did our job. We handed 
them the written procedures and asked them to tell us whether they 
had the equipment that could do the job economically and feasibly for 
us. There were four companies that stayed with us on the project 
for almost 2 years. Three of them actually presented the Commis- 
sioner with formal proposals to do the job. 

Early in the spring of 1957, the Commissioner authorized what we 
like to call the successful bidder, whose cost of doing the job was esti- 
mated at about $200,000 a year lower than the next lowest proposal, to 
proceed with the work. e immediately developed a staff of pro- 
gramers trained by representatives of the successful bidder and in 
September of 1957 we put that group of people—some 25 of them— 
to work adapting our conventional procedures to the language of the 
data-processing equipment. 

As Mr. Merritt indicated, in November of 1958, the final components 
of the system were turned over to usin Parkersburg. In other words, 
we have not had the equipment for quite 3 months. It will be 3 
months come this Sunday. 

We have nevertheless performed a lot of good work and the equip- 
ment has not yet reached peak efficiency. When it does, we plan to 
use it about 16 hours a day and we are confident that it will enable us 
to do the job properly, accurately, expeditiously, and save in the 
nei*hborhood of about a million dollars a year. 

Mr. Gary. That is on your savings bonds? 

Mr. Herre.Fincer. We use it just on savings bonds because we do 
not have the volume of other securities to put on data processing 
equipment. The bulk of the debt is in other issues, but the great ma- 
jority of the pieces, roughly $190 million transactions a year, is in 
savings bonds. 

Mr. Gary. What do you refer to as “savings bonds” now ? 

Mr. Herretrincer. The figure I mentioned of $190 million relates 
to all series, but we use only the punchcard E-bond on the data proc- 
essing equipment because the other series are too few in number to 
put on that type of equipment. 

Mr. Gary. Off the record. 

(Discussion off the record.) 
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Mr. Gary. You say that you have only had this machinery in op- 
eration for 3 months. It is my recollection you put out the punchcard 
E-bonds much earlier than that. 

Mr. Herretrincer. The E-bond in punchcard form was first used 
in October 1957. I mentioned earlier that the decision to go forward 
with the data processing equipment for processing that bond was 
made in the spring of 1957. At that time it was indicated that it 
would take about 18 months to get delivery of the data processing 
equipment. Nevertheless, we proceeded to put the punchcard bond 
out because your committee, itself, saw the advantages of the bond 
when you told us to proceed with it and deducted $500,000 from our 
1958 appropriation. We were able to use the punchcard bond on con- 
ventional electric accounting machines until the data processing gear 
was delivered. We lost no operating time. 

Mr. Gary. You were referring to the processing machines when 
you said you only had them on hand for 8 months? 

Mr. Herretrrncer. That is correct. 

Mr. Gary. How is the system working? Have you had any diffi- 
culties with it? 

Mr. Herrevrrncer. We have had difficulties, Mr. Chairman. 


USE OF PUNCHCARD BONDS 


Mr. Gary. I do not mean mechanical difficulties. You always have 
trouble getting mechanical bugs out, but have you had any difficulties 
insofar as the public is concerned with the punchcard bonds in place 
of the paper bonds? 

Mr. Herretrincer. Mr. Chairman, I do not believe that the Treas- 
ury has received more than six complaints about the punchcard bonds. 
It has been received very well by the public. 

“% east. Have you had any trouble with counterfeiting of those 
onds? 

Mr. Herretrincer. No counterfeiting whatsoever. Asa matter of 
fact, I think it is a rather difficult document to counterfeit because 
it, also, requires a special paper just as our conventional savings bonds 

id. 

It has a series of punched holes which gives some aid in determining 
counterfeits. I do not think we will ever experience any difficulty 
in the counterfeiting field. 

You may recall that in 1946 we had the Armed Forces leave bonds 
on puncheards. We issued about 10,200,000 and experienced no dif- 
ficulty with that type of security. It should be remembered, too, 
that the E-bond is a registered security which makes it rather diffi- 
cult to improperly negotiate. 


PUBLIC DEBT 


Mr. Gary. The Treasury issues a daily statement of the condition 
of the United States Treasury. 

I hold in my hand the statement of January 26, 1959. 

It would appear from that statement that the total gross public 
debt, plus the guaranteed obligations as of this date, is $286,564,- 
480,399.84; is that correct ? 

Mr. Herrevrincer. To the penny. 
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Mr. Gary. Of that amount there are certain items which are not 
subject to the statutory limitation on the debt, and the total debt, 
after deducting those amounts, is $286,141,422,628. 

What comprises most of those nonstatutory items? 

Mr. Merritt. There are certain items which are set forth in the 
month-end daily. I can give you the exact details here, if you 
wish. 

Mr. Gary. We will insert that in the record. 

(The matter referred to follows :) 


Public debt not subject to statutory debt limitation as of Dec. 31, 1958 


















































3 percent Panama Canal loan of 1961__ $49, 800, 000. 00 
Old debt matured, issued prior to Apr. 1, 1917 (excluding postal 
savings bonds) 1, 370, 740. 20 
21% percent postal savings bonds —_ 833, 780. 00 
ist Liberty Loan bonds 796, 250. 00 
Treasury savings certificates ; 76, 750. 00 
Thrift and Treasury savings stamps 3, 706, 929. 00 
Old demand notes and fractional currency 2, 018, 726. 26 
National and Federal Reserve bank notes assumed by the United 
States on deposit of lawful money for their retirement______- 174, 982, 958. 50 
United States notes 346, 681, 016. 00 
Less: Gold reserve 156, 039, 430. 93 
Total 190, 641, 585. 07 
Total debt not subject to limitation 424, 227, 719. 09 


Mr. Gary. Does the total gross public debt and guaranteed obliga- 
tions include all of the guaranteed obligations such as FHA bonds and 
transactions of that kind ? 

Mr. Merritt. There are certain obligations outside of that category. 

Mr. Gary. You mean that there are other items which the Govern- 
ment has guaranteed that are not included in this? 

Mr. Merrirr. Perhaps I did not understand that exactly. All that 
are guaranteed and under the heading of “Guaranteed” are included. 
There are some other issues that are not guaranteed. 

Mr. Gary. Why are they not guaranteed ? 

Mr. Merrirr. Well, for example, a Government corporation that is 
operating under its own capital and as a specific and separate entity 
operates pretty much on its own feet. 

Mr. Gary. These obligations then are guaranteed by Federal corpo- 
rations rather than directly by the Federal Government ? 

Mr. Merritt. That is right. 

Mr. Gary. And so the Federal Government is indirectly responsible 
for it; is that right ? 

Mr. Merritt. Perhaps it could be defined as indirectly responsible. 

Mr. Gary. Do you have the total of those obligations with you? 

Mr. Merrirr. Let me provide that, sir. 

Mr. Gary. I wish you would provide a statement of such obligations 
for the record. 

Mr. Merarrt. Yes, sir. 

(The statement referred to follows:) 
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Interest-bearing securities issued by Federal agencies but not guaranteed by the 


U.8. Government, Dec. 31, 1958 


Bank for cooperatives : 
1.70 percent, March 1959 (debentures) 


Amount outatanding 
(publicly offered) 





2.85 percent, April 1959 (debentures) 





3'4 percent, Sune 1959 (debentures) 





Total 


$72, 000, 000 
82, 590, 000 
97. 500, 000 








Federal home-loan hanks: 
1% percent. January 1959-A (notes) 





1.60 percent, February 1959-B (notes) 





3% percent, March 1959-C (notes) 


252, 000, 000 











3'4 percent, April 1959-D (notes) 








31% percent, April 1963-A (bonds) 
CL) REE AA OMe EEF I Dee er oy 


80. 000, 000 
116, 000, 000 
130, 000, 000 
106, 000, 000 
282, 235, 000 








Federal intermediate credit banks (debentures) 


Federal !and banks: 
4% percent. February 1959 (bonds) 





714, 235, 000 


1, 115, 500, 000 














2% percent, May 1959 (bonds) 





314 percent. May 1959 (honds) 
1% percent, Octoher 1959 (bonds) 





2% percent, February 1960 (bonds) 





2'4 percent, June 1960 (bonds) _--_- 





3% percent, April 1961 (bonds) 





4 percent, September 1961 (bonds) —- 





4 percent. May 1962 (bonds) - shad 








2% percent, May 1963 (bonds) ---- 
3% percent. May 1966 (bonds) __---- 





41% percent, February 1967-72 (bonds 





41%, percent, October 1967-70 (bonds) 





45% percent, July 1969 (bonds) __- 





81% percent, April 1970 (bonds) 





8% percent, May 1971 (bonds) 








3% percent, September 1972 (bonds) 
Total... 


140, 000. 000 
71, 000, 000 
129, 000, 000 
164, 000, 000 
124. 057. 700 
156, 855, 000 
83, 000, 000 
120, 009, 000 
125, 000, 000 
122, 000, 000 
108, 000, 000 
72, 000, 000 
75, 000, 000 
60, 090, 000 
83, 009. 000 
60, 100, 000 
109, 303, 000 








Federal National Mortgage Association : 
3 nercent, February 1959 (debentures) 


71, 793, 315. 700 











1.65 percent, April 1959 (debentures) 





2 nercent, June 1959 (debentures) — 








3% percent, August 1959 (debentures) 





35% percent, August 1960 (notes) 
3'4 percent. February 1962 (debentures) 





314 percent, March 1963 (debentures) - 





41% nercent, November 1963 (dehentures) 





48,4 percent, June 1965 (debentures) 





354 percent, March 1968 (debentures) 





Total 


150, 090, 000 
109, 000, 000 
190, 000, 000 
109, 000, 000 
797, 344, 000 
200, 000, 000 
150, 000, 000 
100, 000, 000 
100, 000, 000 
100, 000, 000 








Grand total 


1, 897, 344, 000 











*5, 772, 394, 700 


1Includes $50.355.000 issued for use as collateral for commercial bank borrowings and 


not a part of the public issue. 


STATUTORY DEBT LIMIT 


Mr. Gary. At the present time we have a statutory debt limit of 
$283 billion, permanent, and a temporary debt limit of $288 billion; 


is that correct ? 
Mr. Merritt. That is correct. 
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Mr. Gary. Therefore, at the present time we are over the permanent 
limit and we are within less than $2 billion of the temporary limit 
and the President has asked that the permanent limit be increased 
to $285 billion as well as I recall. 

Mr. Merrirr. Well, the temporary increase in limitation of $5 bil- 
lion expires June 30 of this year, and then it would revert to the 
permanent $283 billion limit unless some action is taken between now 
and June. 

Mr. Gary. The President has recommended that Congress increase 
the permanent limit to $285 billion? 

Mr. Merritt. The answer is “Yes.” 


OWNERSHIP OF THE PUBLIC DEBT 


Mr. Gary. I believe we inserted in the record under the testimony 
of the Secretary the breakdown of this debt, did we not, Mr. Johnson ? 

Mr. Jounson. Yes; you asked for some information to be put in 
the record. 

Mr. Gary. But did we not ask for the breakdown that is usually put 
in showing the portion of the debt which is handled by insurance com- 
panies, banks, and various other people? 

Mr. Merritt. A statement of ownership? 

Mr. Jounson. I believe, Mr. Chairman, that question was asked 
by Mr. Alexander a day or two ago, and it was stated then that the 
Public Debt people would be prepared to discuss that. 

Mr. Downte. We furnish the statement every year. 

Mr. Gary. We will ask that it be inserted in the record at this time. 

(The information requested follows :) 


Ownership of the public debt 
[In billions of dollars] 









































Change 
Feb. 28, | Dec. 31, | Dec. 31, | Dec. 31, | Dec. 31, since 
1946 1955 1956 1957 1958 ! Dee. 31, 
1957 
Nonbank investors: 
BRGINUIEED cn accdstncanconasinacccncss 64.1 65.8 67.3 66.8 64.9 -1.9 
Insurance companies and mutual sav- 

EEA LE ILE LSE ATES 35.5 22.8 20.9 19.6 19.5 -.1 
Nonfinancial corporations............. 19.9 23.0 18.2 16.5 17.3 +.8 
State and local governments and mis- 

GD tiasadkcipinbenindesensinns 15.6 30.6 32.1 33.6 , tn 

TOU, BODO on cncintiaeniccnecsne 135.1 142.3 138, 5 136. 4 138, 3 -1.1 

Banks: 
Commereial hanks............-.------ 93.8 62.0 59.3 59.1 67.0 +7.9 
Federal Reserve banks............--.- 22.9 24.8 24.9 24.2 26.3 +2.1 
TORE NIN. os incdotasausciascesncs 116.7 86.8 84.2 82,3 93.3 +10.0 
U.S. Government investment accounts. - - 28.0 51.7 54.0 55.2 54.4 -.8 
Total. 279.8 280. 8 276.7 275.0 283.0 +8.0 





! Preliminary estimate. 
Source: Office of the Secretary of the Treasury, Debt Analysis Staff. 


Mr. Gary. Off the record. 
(Discussion off the record.) 
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DEPOSITS AND WITHDRAWALS FOR FISCAL YEAR 1959 


It further appears from this statement that the withdrawals for the 
fiscal year 1959 to date have been $53,677,937,108.63 ; whereas, the net 
deposits have been $38,677,788,299.37, leaving a deficit for this fiscal 
year to date of $15,000,148,909.27 ; is that correct? 

Mr. Merrirr. Yes; that is as stated on the January 26 statement. 


ESTIMATED DEFICIT FOR 1959 


Mr. Gary. I believe the estimated deficit for the entire year at the 
present time is $12,900 million. 

Has there been any recent change in that estimate ? 

Mr. Merritt. Not that I am aware of, sir. 

Mr. Gary. Therefore, you anticipate for the balance of the fiscal 
year that the net deposits will exceed the withdrawals? 

Mr. Merritt. They will, of course, pick up in the spring with the 
income tax collections—a substantial increase. 


STATUTORY LIMITATION ON THE PUBLIC DEBT 


Mr. Canrievp. Mr. Merritt, what was the highest statutory limita- 
tion on the public debt in the history of the Treasury Department ? 

Mr. Merrirr. I believe there was a period in 1945 when it was up to 
$300 billion. 

Mr. Canrietp. That was during the war? 

Mr. Merritt. Yes. 


MANAGEMENT OF THE PUBLIC DEBT 


Mr. Canrrexp. I believe the Secretary of the Treasury indicated in 
his appearance before the full Appropriations Committee just a few 
days ago that he and the Treasury desired some degree of additional 
flexibility in the management of the public debt as to the statutory 
limitation ? 

Mr. Merratrt. I think that is right, sir. 

Mr. Canrrevp. It is my understanding he thinks there should be 
more leeway than is permitted under the present situation; is that 
true? 

Mr. Merritt. Yes, sir. 

Mr. Canrrexp. I was interested, Mr. Heffelfinger, in what you had 
to say about what might be described as the Treasury’s pioneering in 
cooperation with the Federal Bureau of Standards and the electronics 
industry in developing the electronics equipments of our day, and I 
think when you see Commissioner Kilby, who unfortunately was not 
able to be with us today because he is hospitalized, that you should tell 
him that the members of this subcommittee are shanaed: with what he 
and the Bureau have done in this direction. 

Mr. Herretrincer. I shall be happy to tell him. He will be glad 
to hear it. 

Mr. Canrrexp. You told us about your conference with the Bureau 
of Standards, and the symposium you held with the manufacturers, 
and you have emphasized to the committee that you have not rushed 
into buying equipment without knowing of the changes concerning 
its ability to produce. That is wholesome and good. 
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I was glad to hear that you had only a handful, and probably not 
that many, of complaints regarding the punchcard bond operation. 

Mr. Meretrr. Thank you. 

Mr. Canrietp. Mr. Chairman, that is all at this moment. 


USE OF PUNCHCARD BONDS 


Mr. ALexanper. Mr. Merritt, I understand that your card-punched 
bonds are used only with the E-bonds; is that correct ? 

Mr. Merrirr. That is right, sir. 

Mr. ALExanpeR. Why is it that it is not used with other bonds? 

Mr. Merritt. It was deemed advisable to start out with one series, 
and while the magnitude of the series E is many, many times more 
than the series H bond, we thought it would be well to work out all 
the problems on the series E before we touched the series H. 

As you know, the H-bond is one on which we draw semiannual 
interest checks. So it affords a little different application, and opera- 
tion, than we have on the series E-bond. 

Mr. ALexanper. Are you planning to extend this punchcard opera- 
tion to other bonds than the H-bond ¢ 

Mr. Merrirr. I doubt that we would. The number of pieces of 
Treasury securities, other than. savings bonds, is relatively nominal. 
It may be in the 8 million piece area. 

The E-bond operation is one in which we are issuing, perhaps, 8 
million or more pieces a month. It is a volume operation and that is 
where the savings occur in the electronic installation where you can 
turn out a terrific volume with a savings in manpower. 


EXCHANGE FOR HIGHER INTEREST BONDS 


Mr. ALexanper. There was a discussion last year in regard to the 
exchange of old bonds for new bonds carrying a higher interest rate. 
What has been your experience this year with reference to that 
problem ? 

Mr. Merritt. There are very few requests by individuals. There 
were some requests by employee savings plans and we did exchange 
the older bonds for the new series, but that was quite a number of 
months ago, and it is in the past. 

There were no problems resulting from it. 


INTEREST RATES 


Mr. Atexanber. On page 111 of the justifications I note you have 
broken down the comparative statement of the public debt into mil- 
lions of dollars and compared it for about 5 years in Treasury bonds 
and savings bonds as well as budgetary bonds, Treasury notes, and 
certificates of indebtedness, and so forth, giving the figures of each 
one for each of the years 1954-58. 

What is the distinction, if any, and the reasons therefor for any 
difference in interest which is paid on different types of indebtedness? 
_ Mr. Merrirr. Well, the interest rates are based generally taking 
into consideration the term for which an obligation has to run and 
the demand in the free money market for securities. The certificates 
of indebetedness are for a term of a year or less, and Treasury notes 
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generally run from 1- to a 5-year maturity and Treasury bonds are 
usually of a 5-year maturity or longer rather than say, 4 years. 

Now, the pattern of money rates has been changing somewhat 
in the past year. It used to be that short-term obligations bore a 
lower rate of interest, but as you have noticed, an offering was an- 
nounced yesterday of 4 percent, on 3-year Treasury notes. It was in 
last evening’s paper. 

Mr. ALExanpber. Yes; I noticed that. 

Mr. Merritt. I do not know whether that answers your questions 
specifically or not. 

Mr. Avexanper. In other words, you do have different interest 
rates for practically all of your different types of indebtedness even 
issued in the same manner; is that right? 

Mr. Merairr. That is right, and the yields result pretty much from 
no for funds at that particular time, when the offering is 
made. 

I am not speaking about any subsequent fluctuation, but I mean 
the rate at the time the security was issued. 

Mr. Aexanper. Is not a short-term indebtedness thought of being 
from 3 to 6 months or what would you designate as a short-term 
security ? 

Mr. Merritt. Well, generally anything under a year is considered 
short term. The 91-day Treasury bills are generally speaking the 
shortest term obligation that the Treasury issues. 

Mr. Atexanper. I was rather surprised and shocked frankly, to 
see that our Government was having to pay 4 percent on these 1- to 5- 
year securities. 

Ts not that about the highest rate of interest that it has ever been ? 

Mr. Merritr. No. In 1957—I believe in August or September of 
1957—there were some 4-percent issues. The Treasury issued the 4- 
percent certificates on August 1, 1957, and notes on September 26, 1957, 
as well as a bond on October 1, all bearing a 4-percent rate. 

Mr. A.exanper. I believe the Secretary of the Treasury told us that 
he had just issued, I believe it was, about $750 million worth of bonds 
bearing an interest rate of 4.07 running for 21 years. Is that correct ? 

Mr. Merritr. On January 12, Treasury offered for cash subscrip- 
tion $750 million of the 4-percent Treasury bonds of 1980, which were 
dated January 23, to mature February 15, 1980. The bonds were is- 
sued at a price of 99 percent of face value to yield about 4.07. 


INTEREST BEYOND DATE OF MATURITY 


Mr. ALexanver. When these bonds reach maturity and they are not 
redeemed, how long do you continue to pay that rate of interest com- 
pounded semiannually? 

Mr. Merritt. As I understand your question, in 1980 when they 
mature will we continue to accure any interest on those bonds? 

Mr. ALEXANDER. Yes. 

Mr. Merritt. No; the interest will cease at maturity. 

Mr. * cn Well, now, that is not true with all of your securi- 
ties; is it 

Mr. Merrirt. I think you are probably referring to the extension 
that was offered on series E savings bonds, when they came up to their 
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10-year maturity, and they were extended for an additional 10 years. 
There was considerable publicity given to that throughout the country. 

Mr. ALexanper. And they were extended, paying the rate of inter- 
est that they bore, compounded semiannually ; were they not ? 

Mr. Merritt. Well, the terms at which they would continue to bear 
interest was publicized, but on any other security that reaches maturity 
there is no authority to pay or accrue interest after that date. This 
extension was by special legislation of the Congress on the series E 
bonds. 

Mr. Gary. Will the gentleman yield? 

Mr. ALEXANDER. Yes, sir. 

Mr. Gary. Those bonds were extended at 3-percent interest; were 
they not ? 

Mr. Herretrincer. That is correct. 

Mr. Merritt. Generally; yes. 

Mr. Gary. The new bonds which you are now issuing bear interest 
rates of 3.25 percent; is that right? 

Mr. Herretrincer. That is correct. 

Mr. Gary. There has been no legislation to extend those bonds at 
814 percent; has there? 

Mr. Herretrincrr. The legislation, Mr. Chairman, is on the books. 
Those bonds may be automatically extended but when they were 
issued, the Secretary of the Treasury said that for the time being they 
would not have an automatic extension feature. So. our E-bonds that 
have been issued since May 1957 are not automatically extendable. 

Mr. Gary. Well, will that require additional legislation, or does the 
Secretary have the authority to extend them at the same rate that 
they previously carried ? 

Mr. Herreirincer. The law permits him to pay at a rate I believe 
of not to exceed 3.5 percent (actually yield cannot exceed 3.26) on 
savings bonds, and under that law he could extend any of the E-bonds 
not to exceed that rate. 

Mr. Gary. Thank you, sir. 


SUBSCRIPTION OF JANUARY 23 BOND ISSUE 


Mr. ALexanner. Going back to this $750 million at 4.07-percent rate, 
have they all been purchased ? 

Mr. Merritt. Yes; I believe that I have a copy of the press release 
announcing the allotment of those bonds. 

Mr. ALexanper. Would you give us a breakdown of the type of 
purchasers, as to whether they were insurance companies, banks, or 
individuals? 

Mr. Merritt. I will have to get you such a statement. I can give 
you a rough breakdown. 

Mr. Atexanprr. Would you do that now, and then put in the record 
such supplemental data as you desire? 

Mr. Merritr. The total subscriptions from savings-type investors 
for those bonds was $706 million. Subscriptions from commercial 
banks for their own account, $453,669,000. Subscriptions from all 
others, $550,714,500. Subscriptions accompanied by 100-percent de- 
oy Mig representing subscribers who subscribed for amounts of 

25,000—accompanied their subscription with full payment—were 





342 





told that they would receive the full amount that they had subscribed 

for amounted to $88 million, and so the total subscriptions received 

were in the neighborhood of $1.8 billion for the $750 million issue. 
Mr. Atexanper. If you would put into the record exactly how much 

each category of people received, I would appreciate it. 

Mr. Merrirr. If I might just speak off the record a moment—— 

Mr. ALexanper. Surely. 

(Discussion off the record.) 

(The information requested follows :) 


Allotments by investor classes on subscriptions for 4-percent Treasury bonds of 


{In millions of dollars] 
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INTEREST RATES 


Mr. Avexanpver. Mr. Merritt, I see in our hearings of last year there 
was put into the record on page 294 thereof the amount of the interest- 
bearing debt outstanding for the years from 1916 up through De- 
cember 1958. 

I notice the interest rates vary from 1.9 to a high of—well, there 
were some during 1921 and 1922 of 4 porvent—saiter 2.80 or 2.89. 

Would you explain what that means ? 

Mr. Merrirr. I do not know as I could explain what it means 
briefly, except that you are starting from a point in 1916 when there 
was an entirely different sort of an economy with a public debt of 
maybe $1.25 billion. 

Since then there have been two major wars which resulted in an 
increase in {he amount of money in circulation. 

The cost of borrowing money has gone up, and the net result is 
that we wind up now with an average interest cost on the securities 
outstanding at 2.689 percent, as of December 31. 

Mr. Atexanper. [I notice, though, that the interest seems to be 
higher in some of those years back when the public debt was not so 
high. 

Mr. Merrirtr. That is why I say I cannot very well explain briefly 
because there were years in the early twenties when the financial con- 
ditions perhaps were not too good, and the cost of borrowing money 
increased, 

Mr. AtEexAnpverR. What are the factors which go into your deter- 
mination of what rate you are going to set in order to sell these bonds 
and securities ? 
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Mr. Merrirr. Well, that is really out of our province. We are 
more directly concerned with the steps that are taken after that de- 
termination is made, in getting out the circulars, getting out the 
instructions, and the hand ing of the financing and that sort of thing. 
But I might say in a general way that the Secretary and his assistants, 
I am sure, attempt to obtain through banking organizations, invest- 
ment organizations, and mutual banking organizations, as well as 
other groups, their best views and opinions on market conditions, the 
cost of money, and an estimation as to what rates might have to be. 
All of that is taken into consideration before the Secretary approves 
the rate on a new security. 

Mr. Acexanper. Is it not an alarming state of affairs when the Fed- 
eral Government has to pay over 4 percent for a security ? 

Do not you officials have this directly under your control? 

Mr. Merrirr. Well, we are getting into an area now where the 
questions are getting somewhat difficult to answer, because as I have 
stated, the rates and the cost of borrowing, perhaps, do not relate 
only to the Government. 

In many other areas the cost of borrowing has gone up in a free 
market. 

Mr. Auexanper. The point with which I am really concerned is 
that it seems to me if the Government has to pay that amount of in- 
terest, the ordinary person that is having to borrow money is going to 
whip the rate right on up to the very limit which, in turn, tends to 
keep the fires of inflation burning. 

ne of the things that the President stated recently was that it was 
one of our most immediate concerns. It seems to me that the Fed- 
eral Government certainly ought to be able to borrow money for less 
than that rate of interest. 

Mr. Gary. Will the gentleman yield ? 

Mr. ALEXANDER. Yes, sir. 

Mr. Gary. Is it not true that a payment of over 4 percent interest 
on these bonds—a large number of which are going to banks and 
corporations—may cause the smaller lender who is investing in E- 
bonds to demand a higher interest on his E-bonds. He can prop- 
erly claim that we are giving the big investors a better break than 
he is getting, and therefore demand a higher rate on the bonds? 

Mr, Atexanper. I think it is a vicious circle. That is my opinion, 
Mr. Chairman, and that is what frightens me about our situation in 
this matter. 


EMPLOYMENT REDUCED BUT NOT APPROPRIATIONS 


Another thing, Mr. Merritt, which I cannot seem to understand, is 
that we are saving a half-million dollars on our punchcards on cer- 
tain types of bonds with the electronics operations, and we are cutting 
down about 200 employees in the Department, but yet we are not cut- 
ting down on our appropriation of the amount requested for the 
operation of your Department. 

Mr. Merrtrr. A general reply to that, and then I will ask our 
budget officer to be a little more specific as to details, 

This request does reflect the increased personnel costs which came 
about last year. Mr. Downie, will you please explain in some detail 
as to why there is not a reduction from last year’s request ? 
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Mr. Downtr. I shall try, Mr. Chairman. We think in our Bureau 
that we have been doing a very good job of cutting our costs. We 
have had appropriated for this fiscal year thus far $46 million, and 
we are asking for $47.5 million for 1960. 

But we have the Pay Act legislation of last year which in itself 
costs $1,481,000 at the present estimates. 

In 1950 we had an appropriation of $52 million. We are asking 
for less money than that today. We have reduced our staff in this 
oe 10 years approximately 49 percent in terms of employment. We 

1ave had three pay increases. Our Bureau has had to absorb costs 
that were not in our appropriation at that time. We now include 
a contribution to the civil service retirement fund in the amount of 
almost $1 million. We pay the Post Office approximately $400,000 a 
year for registry fees which we did not pay at that time. We pay 
for penalty mailings, approximately $1.5 million, which we did not 
pav at that time. 

We have had these three pay increases to augment our salaries. 
Our averace salary has gone in that 10-year period from a figure 
of around $3,200 to $4,950. All this is a part of the increased cost of 
operating our own Bureau. Still, and in spite of these increases, we 
— reduced the amount we are requesting to a figure of $47.5 mil- 
ion. 

Mr. Anrxanper. Which is how much more than last year? 

Mr. Downrtr. It is less, actually, on a comparable basis, with last 

ear. It is more than the amount thus far appropriated by Congress 
in the amount of $1.5 million because we have not yet come to the 
Concress and requested funds for our pay-increase money. 

Mr. A.exanper. Off the record. 

(Discussion off the record) 

Mr. Arxanper. I do not want to discourage you in the good work 
you are doing. I want to encourage you in that, but it is just hard 
for me to understand how, with your very fine statement on your 
savings which you have had, and also the fact you are eutting out 
200 men, which is fine—it is hard for me to see it in the overall 
picture when we get through. 

Mr. Downtr. That is why I brought into account, sir, the addi- 
tional items of expense that we now have that we did not have at 
that time. 

Mr. Arexanver. Well, you had those last year; did you not? 

Mr. Downtr. We did last year, but we are asking for no additional 
money in 1960. 

As a matter of fact, it is less, for we are estimating a work volume 
greater than we will do in 1959. We are estimating an additional 
sales or issues of savings bonds of approximately 4.5 million pieces, 
and an additional redemption volume of approximately three-quarter 
million pieces. 

We are doing a bigger volume of work. We estimate in the aggre- 
gate an increased work volume of about 2.5 percent, and, in spite of 
that, we are asking for less money. 

Mr. Jornnson. Off the record. 

(Discussion off the record. ) : 

Mr. ALExANverR. I want to encourage you in the fine work you are 
doing in savings, but I hope I will be able to see it a little more 
clearly. 
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Mr. Herretrincer. We hope you will be here next year to see us 
another $1 million down. 

Mr. ALEXANDER. I hope so. 

That is all. 

Mr. Downs. Mr. Alexander, in 1950 we had approximately 5,745 
employees. Our work volume at that time was actually fewer pieces 
than we have estimated for 1960. In 1960 we are asking for a total 
of 2,911 employees. This table I read from is of interest in that it 
shows from year to year a pattern of decreased employment. From 
1950 to 1951 we went down 11.5 percent in terms of people on the 
rolls. The following year we dropped 4.7 percent, sal we dropped 
the next year 8.6 percent. The following year it was 11.1 percent. 
We dropped small amounts of 2.9 in 1955; 4.6 the following year, 
and in 1958 from 1957 a reduction of 5.9 percent. In 1959, 8.6 per- 
cent, and this year, in 1960, from the current year 1959 we estimate 
an additional 6.8 percent. Our staff has gone down gradually each 
year from the figure I mentioned of 5,745 to the present estimate of 
2,911. 

"Mr. Gary. You say you have a report on that? 

Mr. Downte. I could insert this table, sir. 

Mr. Gary. I think it would be well to insert it in the record. 

(The report referred to follows :) 


Personal services, 1950-60 

















Average positions 
Personal 
service Percent Average 
Year obliga- of funds Percent salary 
tions available | Number decrease 
froin prior 

year 
$18, 375, 864 36.3 US | | oe! $3, 199 
17, 143, 249 34.3 5,079.5 —11.5 3.375 
18, 354, 853 36.1 4,839. 1 —4.7 3.793 
17, 117, 625 33.4 4, 422.3 —8.6 3. 871 
15, 415, 506 31.6 3, 930. 8 —11.1 3,921 
15, 457, 176 34.1 3,815.6 —2.9 4,051 
15, 467, 003 34.2 3, 640. 4 —4.6 4,249 
15, 459, 242 34.0 3, 629. 4 -.3 4, 259 
5, 426, 32.4 3,414.8 —5.9 4,518 
15, 130, 565 31.9 3, 122.0 —8.6 4,846 
14, 410, 565 30.3 2,911.0 —6.8 4,950 

















ORGANIZATIONAL CHANGES 


Mr. ALExANDER. Do you plan to do way with any further offices 
next year? 
_ Mr. Downre. I believe there is no thought for any change in organ- 
izational structure in the Bureau for some time in the future. 

Mr. ALEXANDER. That is all. 
_ Mr. Merritt. I might say in that connection the Cincinnati office 
is handling the redemptions of the series E and clearing the series 
H, and other older series, and keeping that work apart from the elec- 
tronic operations as they relate to the series E bonds issued after 
October 1957. 
_ We closed the New York office last year, and brought that work 
into our Cincinnati office. They are receiving in the area of 3.8 
million to 4 million pieces of redeemed bonds a month now, and it is 
& necessary activity and we will continue it for the time being. 
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Mr. Canrretp. Mr. Chairman, I have one further question. 

Mr. Gary. Yes, sir. 

Mr. Canriexp. I would like this for the record: I am just informed 
that the House Committee on Veterans’ Affairs yesterday reported 
out a bill providing for an increase in interest rates for housing under: 
the GI loan program of from 4.75 to 5.25 percent. That was an action 
taken by the full committee of the House Committee on Veterans’ 
Affairs. 

Mr. Gary. Mr. Pillion, do you have any questions? 

Mr. Prtzron. Mr. Director, I would hke to commend your depart- 
ment for the apparent increase in efficiency of your operations as indi- 
cated by the decrease in employment. I am sure that comes from 
increased operating efficiency. 

However, my thinking is pretty much along the lines of the gentle- 
man from North Carolina, that with all your operating efficiency and 
reduction of employment and the installation of electronics equipment, 
we find that. we are still struggling and not showing a savings in 
dollar appropriations. 

I appreciate the causes that make that situation but, overall, the 
inflation situation is still a pretty serious one. 


COMPOSITION OF THE DEBT 


I would like to first take up this question of the public debt of $286 
billion. ’ 

Did I understand you to say that that did not include contingent 
liabilities or guarantees such as the Federal cost of guarantees of 
various mortgages ? 

Actually, it does not, does it ? 

Mr. Herrecrincer. It does. 

Mr. Pitiion. Well, there are hundreds of millions of dollars of ex- 
pensive guarantees beyond our public debt. which are not ineluded in 
the public debt figure ? 

In other words, how could you say what your future loss might he, 
say, in the Federal deposit insurance operation ? 

That cannot possibly be included in the $286 billion of debt out- 
standing at the present time. 

Mr. Merritt. Well, in the summary of the public debt, as it appears 
in the month-end Treasury daily, I do not know whether you would 
have a copy of that or not. 

Mr. Pritui0on. Yes. 

Mr. Merritr. I do not believe you have the summary. Yes; that 
is it. 

On page 5 the total gross public debt and guaranteed obligation 
figures are stated as $283,031.281,133.87. 

Mr. Herretrincer. Mr. Merritt, could I refer Mr. Pillion to page 
10 of the December 31 statement ? 

Mr. Merritt. Yes, sir. 

Mr. HEFFELFINGER. Near the bottom of that page, Mr. Pillion, the 
fifth line from the bottom, there is a line that says “Total gross. public 
debt,” and in parentheses it says— 


including $23.5 billion incurred to finance expenditures of Government corpora- 
tions and other agencies for which obligations of such corporations and agencies 
are held by the Treasury. 
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Now, turning to pages 13 through 15, we have a detailed break- 
down of those items, and I believe you will find from a reading of 
those pages that you will see the things you are interested in. 

Mr. Prtuton. Isee. Thank you. 

Now, there is some of this debt which is probably mature and un- 
redeemed, and paying no interest after maturity date. Is that held 
on the books as a debt continuously, or is there any cutoff period ? 

As I say there presumably are Government bonds lost or destroyed 
or will never be redeemed. Is there any such situation involved here? 

Mr. Merrirr. No; it is still shown as part of the debt, and it is in 
the category of matured debt on which interest has ceased, and that 
is set forth in detail. 

Mr. Putzt0on. How much of that is there? Is it an item shown here? 

Mr. Merrirr. On page 11. 

Mr. Prtx10on. How much is that ? 

Mr. Merrirr. That is shown as $903,413,477.44. 

Mr. Pitui0n. That is almost $1 billion. 

Mr. Merrirr. Yes, sir. 

Mr. Herrevrincer. It should be noted, however, Mr. Pillion, that 
the large part of that represents savings bonds which have matured 
and which have not been presented. We expect a great part of that 
to be presented. 

Mr. Pittion. Of course, some amount is presumably lost and de- 
stroyed and will never be redeemed ? 

Mr. Herretrincer. That is correct. 

Mr. Puton. That is a sort of a hidden profit because you do not 
have to count on redeeming some part of it? 

Mr. Herre Fincer. Yes, sir. 


DIRECT AND GUARANTEED DEBT 


Mr. Gary. You just referred to the monthly report, and I notice 
a table at the bottom of pages 14 and 15 of that report called direct 
and guaranteed debt on significant dates. 

This is to me a very interesting table, and I think it would be an 
addition to our record. I will insert that table, without objection, 
in the record at this point. 

(The table referred to follows :) 
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BONDS OUTSTANDING WITH MATURITIES OVER TEN YEARS 


Mr. Pituion. You do not make any determination, do you, Mr. 
Commissioner, as to the issuance of, say, this last issue of $750 million 
worth of 21-year bonds? 

You do not make that determination of refunding; do you? 

Mr. Merritt. No, sir. 

Mr. Pruuton. Or how they will be refunded ? 

Mr. Merritt. No, sir; that is handled through the Secretary’s office, 
and the decision is made there. 

Mr. Pitxion. Actually for this large debt of $286 billion, a very 
small amount of it is in the category oF bonds payable, say, in 10 years 
or more? 

How much would you say? I would call that a long-term obliga- 
tion. How much, roughly, would it be in 10 years or more? 

Mr. Merritt. May I insert a specific table on that? 

Mr. Pittion. Yes, sir; it is not necessary, but I am just trying to 
raise this question that with a total debt of $286 billion, a very small 
portion of it is in actual long-term obligations, while so much of it is 
in yearly maturity of short-term bonds or notes. 

That makes for a dangerous situation in the event there were what 
I might call a run on the banks, and the country became a little worse 
than it is today, financially. 

(The table referred to follows:) 


Amount of Treasury bonds outstanding with maturities over 10 years, Dec. 31, 1958 


















































Title Date of issue Payable Amount out- 
standing 

2% percent bonds, 1964-69_ _ Apr. 15,1943 | June 15,1969 | $3, 744, 510, 500 
SS PRE 1 ae IS 7 Sept. 15,1943 | Dec. 15, 1969 3, 819, 045, 000 

2% percent bonds, 1965-70_ _ - - Feb. 1,1944 | Mar. 15,1970 4, 700, 478, 500 
23 percent bonds, 1966-71 - - -| Dec. 1,1944 | Mar. 15,1971 2, 947, 636, 000 
2% percent bonds, 1967-72--_ June 1,1945 | June 15,1972 1, 840, 173, 000 
Dp... Oct. 20,1941 | Sept. 15, 1972 2,715, 990, 850 

Do. Nov. 15,1945 | Dec. 15, 1972 3, 714, 772, 000 

4 percent bonds, 1969__ Oct. 1,1957 | Oct. 1,1969 656, 933, 000 
37% percent bonds, 1974--_- Dec. 2,1957 | Nov. 15, 1974 653, 811, 500 
34 percent bonds, 1978-83_ _. May 1,1953 | June 15, 1983 1, 603, 564, 500 
3% percent bonds, 1985___ June 3,1958 | May 15,1985 1, 134, 867, 500 
31% percent bonds, 1990_-. Feb. 14,1958 | Feb. 15, 1990 1, 727, 014, 500 
3 percent bonds, 1995... Feb. 15,1955 | Feb. 15,1995 2, 740, 653, 000 
Total 31, 999, 449, 850 

















Mr. Merrirr. Well, the total amount of Treasury bonds outstand- 
"—— December 31 was $83,352,402,150. 
ow, the detail or the composition of that fi 


re you will find on 


page 7. You will find that at the bottom of the page. Some other 
onds have a possible call date prior to the fixed maturity, but one 
could very easily build you a ‘elie showing those of 10 years. 

Mr. Gary. Will the gentleman yield? 

Mr. Pruuion. Yes, sir. 


AMOUNT OF PUBLIC DEBT 


Mr. Gary. It was stated earlier in the hearings that the debt limit 
at one time during World War II was over $300 billion. 
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Is it not a fact, however, that the debt at the present time is at an 
alltime high? 

Mr. Merritt. I think that is correct. 

Mr. Gary. The actual debt at the present time is at an alltime high? 

Mr. Merrirr. Yes, sir. 


REIMBURSEMENTS TO FEDERAL RESERVE BANKS 


Mr. Pruuto0n. I note that you make payments of about $11.5 million 
for service to the Federal homies banks a year. 

Mr. Merritt. Yes, sir. 

Mr. Puxion. Is there any way of decreasing that payment? 

Mr. Merrirr. We have been lately doing that. 

Mr. Pixon. It was stated here yesterday, Mr. Commissioner, that 
the Federal Reserve banks currently have so much money that they 
do not know what to do with it, particularly when one takes into 
consideration the types of buildings they are building. If there is 
any savings we could make there, I think it would be in order. 

Mr. Herretrincer. Is it not a fact, Mr. Pillion, that 90 percent of 
their earnings are paid into the Treasury, however ? 

Mr. Paton. Yes, I know, but it is just a question if they had less 
money, they would not build these luxurious, nonutilitarian monu- 
ments to someone’s vanity. 

Mr. Merrirr. Well, their costs as they relate to the work they do 
for the Treasury are on an actual cost basis. I am sure that each 
bank is thoroughly aware of its cost in relation to the cost of the 
other 11 banks, because we have them submit to us each month in- 
formation which we build into a comparative report so a bank can 
see whether it is running a little high on each operation. 

I think it has maybe made some little competition between the banks 
to ae at a good average or at—a lower rate—and we exert con- 
siderable pressure to bring the expenses down when we see some- 
thing out of line. 

Mr. Pruton. For instance, the cashing of a bond at 15 cents, I think 
may be a little high. 

Mr. Merritt. Well, of course, the Federal Reserve Bank does not 
receive that. 

Mr. Piutton. I know. I am talking about the commercial banks. 
I think that could possibly be shaved. I think that is rather high. I 
am thinking now of the cost with check cashing corporations. 

Mr. Downtn. Mr. Pillion, a year ago last December—December 
18—the Commissioner, Mr. Kilby, wrote to the banks a rather long 
letter discussing our very serious budgetary situation. 

He described our situation in some detail and a copy of that letter 
appeared in the testimony we presented to the Urgent Deficiency 
Committee here. You will find that in the record. 

Since that time we have been receiving from the banks, even 
through this past year, letters from each of the bank presidents or 
vice presidents advising us of certain economies they have made. We 
have been following up rather closely. 

Mr. Pitti0on. Good. 

Mr. Downrm. I think it is safe to report that they are making rather 
noticeable improvements in reducing reinbursable costs. 
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Mr. Prixt0on. I am sure that you are doing everything that you can. 
One other question: On the question of the saving that the gentle- 
man referred to before, a million dollars by reason of the institution 
of electronic equipment, has that been fully reflected in your request 
for the 1960 appropriation? In other words, has that been deducted 
from the $1 million or so which you expect to save? 

Mr. Herretrincer. Mr. Pillion, it is because our 1960 figures reflect 
what we will be doing in that year. It also reflects the changes in 
organization that came about by reason of the adoption of the elec- 
tronic equipment. 

Mr. Pituion. Thank you very much. I still think that you are do- 
ing a wonderful job. 

Mr. Avexanper. If there are no questions, we certainly appreciate 
your coming down to be with us, gentlemen. 

I certainly want to commend you for what you are doing and we 
hope that your report next year will be even better than this one. 

Mr. Merrirr. Thank you very much. 


Fray, January 30, 1959. 
U.S. Savincs Bonps Drviston 


WITNESSES 


JAMES F. STILES, JR., NATIONAL DIRECTOR 

BILL McDONALD, ASSISTANT NATIONAL DIRECTOR 
BERNARD KRIXTEIN, ADMINISTRATIVE OFFICER 
ANNE M. FitzGERALD, MARKET ANALYST 


Mr. ALExANDER. The committee will now come to order. 

Mr. Stiles, we are delighted to have you and your staff with us this 
morning to give us the U.S. Savings Bonds Division report. In- 
cluded in the appropriation for “Administering the public debt funds” 
and allocated for the Division are the following: Allocated in 1959, 
$5,428,000; estimated allocation in 1960, $5,500,000. 

We will be delighted to hear from you now, Mr. Stiles. We will 
be delighted to hear any statement you wish to make in justification 
of your request. 

GENERAL STATEMENT 


Mr. Stites. Mr. Chairman and members of the committee, I ap- 
preciate the opportunity to present the request for an appropriation 
of funds to operate the U.S. savings bonds sales program through 
fiscal year 1960. 

When I appeared before you last year, I had just retired from 
Abbott Laboratories after 45 years of service. After 12 months 
with the Savings Bonds Division, I feel that I am better informed 
and more qualified to tell you of our accomplishments in the past 
year and our plans for the future. 

Savings bonds represent a vital component of the Treasury De- 
peteons public debt man ent activities. Secretary Anderson 

given us a definite quota this year of maintaining at least 15 per- 
cent of the public debt in E- and H-bonds. 
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I don’t have to explain to you that the ownership by individuals 
of Government securities is a very important factor in the Treasury’s 
management of the public debt. At the same time, I believe that 
personal ownership of savings bonds inspires one with confidence in 
our country. 

On December 31, 1958, 40 million people owned 15 percent of the 
public debt in E and H savings bonds, compared with 13 percent at 
the close of calendar year 1953. In cash value, E- and H-bonds out- 
standing reached $42.6 billion on December 31, 1958, an alltime 
record. And, the amount outstanding increased by more than a bil- 
lion dollars during the 12 months, January—December 1958, more than 
five times the increases during calendar year 1957. 

During the year ending December 1958, purchases of savings bonds 
oneat over the preceding year. Cash sales totaled $4,689 million, 
or 99.77 percent of the $4,700 million = assigned to the sales force 
for calendar year 1958, an increase of 4 percent over 1957. 

Redemptions, on the other hand, fell off substantially. During 
1958, total cashings of E- and H-bonds, including retirements of ma- 
tured E-bonds as well as prior to maturity redemptions of E- and H- 
bonds, amounted to $4,856 million, a drop of 11 percent from 1957. 

It has been our experience that the payroll savings plan is the most 
effective method of channeling super systematic savings into E- 
bonds. Therefore, continuous, aggressive promotions to penetrate 
this important market are planned. 


OBJECTIVES AND PLANS 


During the remainder of fiscal year 1959 and the whole of fiscal year 
1960, aggressive campaigns will be conducted to get an increasing 
share of the rising savings market for savings bonds. 

A goal of $5 billion has been set for calendar year 1959, an increase 
of $311 million over actual sales in 1958. The sales theme, “Strength- 
en America’s peace power,” emphasizes the intimate relationship be- 
tween savings bonds and the national defense effort. To accomplish 
this, the Division’s promotional activities will especially highlight 
payroll savings. Through the cooperation of hundreds of companies, 
es payroll savings plan has helped millions of citizens to save regu- 

arly. 

_ It is estimated that there are more than 8 million employed persons 
signed up for bond purchases where they work. Dae the 11 
months, January—November 1958, we succeeded in signing up more 
than 900,000 new payroll savers, primarily through “Share in Amer- 
ica” campaigns conducted in some 200 metropolitan centers and other 
large cities across the country. The new signups more than offset the 
higher than normal attrition rate, particularly in the January-June 
months, reflecting the unemployment during that period. In addi- 
tion to similar campaigns in other cities, next year’s plans call for 
special, intensified promotions to increase the number of payroll savers 
in the Nation’s 350 to 400 largest companies. 


OTHER MARKETS 


The Division will continue to utilize the successful communitywide 
approach to penetrate all other markets, such as banking and invest- 
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ment, agriculture, eligible institutional investors, etc. Moreover, the 
local campaigns will extend out into larger geographic areas. 


STAMP PROGRAM 


To bring new savers into the program, the Division has adopted a 
broader concept of stamp selling. We are continuing to push the 
school program and hope ultimately that at least 30 percent of all 
children in the elementary age group will have the opportunity to 
purchase savings stamps at their schools. 

Currently, all promotional activities to sell stamps are beamed to 
the child and his family. Volunteer women’s organizations, with up- 
ward of 12 million membership, have agreed to take the leadership in 
this program. This relationship serves as an avenue for savings 
bonds promotion which, of course, is always our objective. 

The program’s latest efforts to increase sales is a new 25-cent stamp, 
the first savings stamp printed in more than one color. This red, 
white, and blue stamp went on sale in the post offices throughout the 
country on November 18. At the same time, the new 25-cent stamp 
was offered in gift books of $2.50 and $5 value. In the first 4 weeks 
of sales, a spot check of 65 cities revealed 25-cent stamp sales increased 
36 percent over the a weeks of last year. The post office 
has just reported sales of the 25-cent stamp from November 15 to 
December 12 amounted to 4,647,746 for a total of $1,161,936.50 as 
compared to the same period in 1957 when sales amounted to 3,657,184 
for a total of $914,296, a 27-percent increase. 

I believe philatelists’ purchases will more than offset the original 
costs of artwork and engraving. 
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RETENTION OF MATURED E-BONDS 


Throughout 1958, the retention rate of E-bonds after their original 
maturity continued at yes 60 percent of original maturity. 
From May 1951, when the first E-bonds started maturing, through 
December 1958, approximately $26.7 bililon in E-bondscamedue. We 
will continue our efforts to encourage the owners of maturing E-bonds 
to hold them for an additional period. 

To carry out the program we have outlined, the Division is request- 
ing $5,500,000 for the fiscal year 1960, compared with $5,462,000 
required for the fiscal year 1959. The program is maintained at an 
cverall cost of approximately one-tenth of 1 percent of the sales 
volume. This small cost reflects the significant contribution of the 
volunteer corps, consisting of thousands of patriotic, public-spirited 
men and women who give the Treasury their time, their energy, and 
their influence to sell more savings bonds. It also reflects the tremen- 
dous contribution it receives from the Nation’s advertisers, and all 
publicity and advertising media in donated space and time in news- 
papers, magazines, billboards, transportation, and motion picture 
exhibitions, radio, and television in the intensive education programs 
that are being conducted throughout the year to inform the people 
of the importance of increasing their savings by purchasing savings 
bonds. Annually, the donated space and time in all advertising media 
amounts to over $50 mililon. 


SALE AND REDEMPTION OF E- AND H-BONDS 


We have a few charts showing the current sales and redemption 
trends of series E- and H-bonds. With your permisison, we should 
to show them to you. 

(The charts are as follows :) 
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Miss FrrzGrratp. Chart No. 1 E and H bond sales and redemp- 
tions shows the picture for the past 214 years. Since December 1957 
the sales have been trending upward and in calendar 1958 were 4 
percent over 1957. In the meantime redemptions were declining 
significantly. In the 12 months of calendar year 1958, redemptions 
were 11 percent lower than in 1957. The blue area shows the program 
growth. Every month since November 1957, the cash value of the 
outsanding E and H bonds has increased. The increases are made 
up of the net margin of cash sales plus the accruals in excess of total 
redemptions of matured and unmatured bonds, including the earned 
interest. Sai 

The net margin in calendar year 1958 was over a billion dollars 
and in 1957 the net was $180 million. 

The next chart shows the sales trend by denominations. The lower 
section shows the sales of the small denomination bonds, the $25’s, 
$50’s, $100’s, and $200’s. 

The sales of these bonds increased steadily over a long period and 
they reached the peacetime peak in 1957 with a volume of $2.7 billion. 

In 1958 they fell off steadily to $2.6 billion. This was not unex- 
pected as average employment was less in 1958 than in 1957. Inten- 
sive payroll saving campaigns throughout the Nation helped 
substantially in keeping the sales of these small bonds at a high level 
and the effects of these campaigns will be felt in 1959 and for a 
longer period 

n the other hand, in the upper part of the chart you will see that 
the sales of the bigger E-bonds and H-bonds, denominations of $500 
and over, improved significantly in calendar year 1958 over 1957. 
They amounted to $2.1 billion and were $300 million more than the 
sales in 1957. 

Chart No. 3. This chart shows redemptions by denominations. The 
redemption of E- and H-bonds, as Mr. Stiles mentioned, declined 
significantly during 1958 and the decline was shared almost equally 
bet ween the smaller sized bonds and the bigger bonds. In 1957, as you 
will see, redemptions were relatively high, particularly in the larger 
denominations as other investments were more attractive interest 
wise during that year. The 1958 redemption volume was $4.9 billion. 
Expressed in millions $4,856 million representing $4,215 million cost 
price of the bonds redeemed plus $641 million, earned interest. Aver- 
age monthly redemptions have been approximately $400 million, 
which is less than 1 percent of the total amount outstanding. 

The next chart (No. 4) shows the growth of the E- and H-bond 
program since 1950. The cash value of bonds held has increased by 
over $8 billion in the past 8 years. 

At the close of December 1958 the outstanding E- and H-bonds had 
a cash value of $42.6 billion and that was an all-time high. Of this 
amount approximately $17 billion was held in E-bonds more than 
10 years old. These $17 billion E-bonds represented approximately 
60 percent of the $27 billion that had come due in the past 714 years. 
These are the bonds that are being held by their owners after maturity 
and they are earning additional interest under the automatic extension 
program. The $42.6 billion total volume outstanding converted into 
individual pieces of bonds represents more than 450 million separate 
pieces of bonds, of which 150 million pieces are over 10 years of age. 
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The right-hand section of the chart shows the increase in the pro- 
portion of the public debt held in E- and H-bonds. : 
It was 13.3 percent in 1953 and has gone up to 15.1 percent at the 
present time. 
Thank you. 
REGIONAL ORGANIZATION 


Mr. Srmes. Mr. Chairman, last January during the hearing I prom- 
ised to study the operations of our regional organization to see whether 
any economies were possible without impairing the effectiveness of 
the sales program as a whole. 

I want you to know that I made a personal trip to every one of these 
regional organizations. I visited with them and worked with them 
and discussed business matters with them and their relationship with 
the various States. I attended regional sales conferences and meetings 
and, in my opinion, our regional setup is a great improvement over 
the previous organization of 50 widely scattered field offices operating 
quite independently. 

In 1952, the Division called in an outside firm of management con- 
sultants to study the savings bonds operation. The inauguration of 
regional supervision and responsibility was their major recommenda- 
tion, to increase the Division’s efficiency. 

Now we have 50 State offices divided into 6 geographical regions; 
Northeast, North Central, Midwest, Southeast, | tn ea and West 
In all of these 6 regional offices there are only 14 promotional em- 
og ese These offices, each under a regional director, were staffed 

y the transfer of personnel from various States and from Washing- 
ton. No additional personnel were employed and none has been added. 
In fact, we are operating with approximately 110 less employees than 
we had prior to the regional supervision. 

Mr. ene, In the entire Division ? 

Mr. Stizes. In the entire Division, yes, sir. 

Each regional director is responsible for supervising the adminis- 
tration of the State programs assigned to his region. Thus, an indi- 
vidual State director has someone to consult with on his particular 
problems, without the need to refer him to the headquarters in Wash- 
ington. This permits a more constant and steady flow of ideas amongst 
all of us, because we at headquarters have the resources of the regional 
directors available to us on call. We utilize their services frequently 
in our nationwide program and planning of activities. 

On the other hand, the corps of savings bonds volunteers has in- 
creased significantly in number in the past few years and the scope 
of their activities has broadened considerably. Now, regional men 
are on the spot to assist in recruiting volunteers, especially qualified 
volunteers, to put on sales promotions locally. Regional irectors 
are available to meet with them more often and to direct the efforts 
of these top businessmen, bankers, and so forth, to the benefit of the 
sales program. 

We are of the opinion that the present regional setup has contrib- 
uted significantly to the growth of the sales program. During the 
= 5 years of operating with regional offices, E- and H-bond sales 

ave averaged $4,900 million annually. In the preceding 5 years, 
he the former organizational setup, the annual average was $3,800 
million. 
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_ It is my considered judgment that our regional type of organization 
is effective and should not be changed in any major respect. 


NO ADDITIONAL EMPLOYEES REQUESTED 


Mr. Gary. How many additional employees do you request for 1960 
over 1959? 

Mr. Srizs. None. On the contrary, we are requesting seven less 
positions than in 1959. 

Mr. Gary. Good. 


INCREASES REQUESTED FOR 1960 


Mr. Srizs. I want Mr. Krixtein to explain to you the increase 
shown in the estimates. 

Mr. Krixtein, will you tell the chairman about the few dollars 
difference ? 

Mr. Krrxrern. In the fiscal year 1959 we have 261 workdays but in 
1960 we have 262 days which is 1 day more than we have in fiscal year 
1959, and will cost an additional $14,000. Then we also have second 
class penalty mail which went into effect on January 1, 1959. Thus, 
for fiscal year 1959 it is in effect for a period of 6 months, whereas for 
1960, it is going to be for a period of 12 months, and costs an addi- 
tional $24,000. The total appropriation request is $38,000 more for 
= year 1960 as compared with the requirement for fiscal year 1959. 

That is all. 


SALE OF RED, WHITE, AND BLUE SAVINGS STAMPS 


Mr. Gary. Mr. Stiles, in your statement you refer to the sale of red, 
white, and blue savings stamps which have gone on sale at all of the 
post offices in the United States. 

To what extent does that conflict with the Postal Savings System? 

Mr. Stites. To tell you the real truth, it is no different than what 
we have been doing all along, but we have made the stamp more attrac- 
tive. To give you the real purpose back of this, you are familiar with 
the fact that the 10 cent savings stamp is an expensive way of accumu- 
lating enough funds to buy a bond, so by making certain changes in 
the album and making the stamp more attractive to look at, we figured 
that the persons who are saving stamps, especially the 10-cent stamps, 
would be very happy to buy a red, white, and blue 25 cent stamp with 
an American flag on it, which is a little different approach. 

So far, it would indicate that our judgment was correct because of 
the increase in the sale of the 25-cent stamps. It costs the Treasury 
and the Post Office much less to handle the whole procedure. 


TERMINATION OF POSTAL SAVINGS SYSTEM 


Mr. Gary. I thoroughly approve of what you are doing. My in- 
quiry carried no sense of criticism but what I am getting at is, in view 
of the fact that you are making these savings stamps available at the 
Post Office, why can we not Sheliah the old Postal Savings System 
which has become obsolete? Why do we have to have two systems 
working in the Post Office side by side, one in which they invest in 
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savings stamps and in the other they deposit money in this old Postal 
Savings System which was started some years ago? 

The Postal Savings System was merely a means of giving people in 
rural communities, who did not have the advantage of banks, the 
opportunity to invest their money. 

Does not this savings stamp program give them the same oppor- 
tunity that they have in the Postal Savings System, and therefore 
obviate the necessity for the double system ? 

Mr. Stites. You have asked a businessman a question, sir, and I 
would say that, in the first place, I do not know the history back of 
this Postal Savings System as well as you do. 

Before making a personal statement on that myself, I would like 
to confer with Treasury officials. 

Mr. Gary. I will ask the Post Office Department when they come 
before us. It is a question that ought to be answered by the Post 
Office Department perhaps. The savings stamps have a much broader 
appeal than the Postal Savings System and I certainly do not think 
that we ought to abolish savings stamps. However, since they do 
appear to me to be duplicating systems, I am going to ask the Post 
Office why they do not get rid of the Postal Savings System. For 
your information, I might say that this is not a new question on my 
It has been debated in the Congress for a long time. It has 

een under consideration and there have been several studies made 
on it. Frankly, I see no reason why the Postal Savings System can- 
not be abolished. 

Mr. Stites. Let me say this: That if Secretary Anderson and Post- 
master General Summerfield get together, you may be sure they will 
have the complete cooperation of the Savings Bond Division, because 
I feel honored to be associated with men like them. 


INTEREST ON SERIES E BONDS 


Mr. Gary. I notice you also state in your opening statement that 

ou will continue your efforts to encourage the owners of maturing 
-bonds to hold them for additional periods. 

It is my understanding that at the present time the interest paid 
on these bonds which are held after maturity is 3 percent; whereas, 
the new bonds are paying 3.25 percent; are they not? 

Mr. Stizzs. That is right. 

Mr. Gary. Do you find that any discouragement to your program 
in trying to get people to hold the old bonds ? 

Mr. Stites. There is another matter involved in that from the 
standpoint of taxable income. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Stites. Well, there is this about it: Many of these bonds are put 
away and all people really want to know is are they still drawing 
interest. I have visited with many bond owners all over the country, 
and the first thing they say to me is: “Are those bonds still drawing 
interest ?” 

I say: “They are so far.” Of course, whether there is an approxi- 
mate advantage of making the change depends on the individual. 

Mr. Gary. As I understand it, there has been no provision made 
yet for continuing the payment of interest on the new E-bonds that 
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carry 314 percent interest. Those bonds, of course, will not begin 
to mature for several years. Therefore, there is no hurry, but I assume 
that you anticipate the interest will be extended on those bonds 
beyond maturity at the proper time? 

Mr. Sries. Mr. Chairman, Mr. Baird rEpenine a special com- 
mittee to come in with a recommendation. This committee is com- 
posed of Mr. Heffelfinger, myself, and several other Treasury Depart- 
ment officials. After our report to him on the matter, appropriate 
action will be taken. It has to be considered in the next year’s fiscal 
budget for the Treasury Department public debt. 


INCREASED BOND SALES 


Mr. Gary. I am very happy to see, Mr. Stiles, that you are reportin 
some increased sales in Government bonds. Frankly, I have notice 
a change in the public attitude toward them. Several years ago, I know 
that bankers and others were calling me up and some of them wanted 
me to meet with them and discuss the question as to whether or not 
by encouraging the sale of these bonds they were not encouraging the 
U.S. Government to enlarge the public debt. I assured them that we 
had to have a certain amount of money to run the Government and if 
we did not get it one way, we would have to get it another, and if we 
did not get it at all then we would have a fiscal situation which would 
be very serious. However, since the sputnik and certain other events 
have occurred in the last year or two people are beginning to realize 
that we have got to keep our defenses up and, consequently, there is a 
change in attitude of the public toward these bonds. 

Do vou find that to be true insofar as your volunteer help is con- 
cerned ? 

Mr. Stites. Well, sir, I could not say enough praise for the loyal 
and volunteer help, and they number over 500,000 throughout this 
country. Over 25,000 actually are appointed by certificates. We have 
a loval support in that group to the extent that when we tell them what 
the Treasury wants, they take our word for it, and have worked in these 
campaigns all over the country, day and night. It has been amazing. 
Tt has not only added to my enthusiasm, but their cooperation has been 
the source of my inspiration. 

I do not think I could have appreciated the time and effort that 
these volunteers have given. Certainly there have been questions 
raised and we have sat down and talked it out just like we do here, and 
we shake hands and they go to work and sell bonds. 

Mr. Gary. I think the response that the Government has gotten gen- 
erally to volunteer help of that nature has been amazing. 

Mr. Stizes. It amazes me. 

Mr. Gary. But TI was thinking largely of the millions of dollars 
worth of free advertising that you are given when people of very great 
talent, who are accustomed to earn Jarge sums of money for the use of 
their talents, give their services freely for the advertising of the sale 
of bonds. 

Mr. Stizes. That is right. 

Mr. Gary. This would include the singers, television performers, 
and so forth. 
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Have you found any slackening of enthusiasm to serve on their 


art? 
F Mr. Srizzs. I do not think there has been any. Do you, Mr. Mc- 
Donald ? 

Mr. McDonatp. No, sir. 

Mr. Stites. You know, one of the most interesting programs we 
had was with the “Lone Ranger” this last year. I do not know whether 
you men were over there, but I think Mr. Canfield was there at that 
meeting where we had over 10,000 people present on the Washington 
Monument grounds. Both the American Bakeries Co. and General 
Mills, Inc., are sponsoring radio and television programs promoting 
“The Lone Ranger Peace Patrol” for the sale of savings stamps. 

The membership cards are available through the post offices. We 
have had a tremendous response from that program. 

Mr. Gary. I think the newspapers and the radio and television and 
all media of communication are to be highly congratulated and 
thanked for their cooperation in this program, which has been a little 
less than amazing, and it speaks well for American performers, own- 
ers, and operators who are willing to donate their talent and facilities 
to the service of the Nation. 


NEWSPAPER ADVERTISING 


In January 1959 you issued a letter which reads as follows: 


Dear Epitor OR PUBLISHER: In your position, you understand the problem of 
creating and launching a new editorial feature. We in the Savings Bond Divi- 
sion are in the midst of this situation now, and need your help to be successful. 
The mark of success is approval of the feature and its use by your newspaper. 

For a number of years we have offered a two-column cartoon feature called 
“The Truth Is * * *.” You may have used it. About 700 papers, a figure you 
will recognize as outstanding, have found space for it regularly. Since, for rea- 
sons of economy, we are limited to a single editorial feature for dailies, we 
recently took a good look at “The Truth Is * * *,” thought it excellent, but con- 
cluded that we should develop a new feature closely geared to what people are 
thinking about today. We know editors are carrying more scientific news than 
ever, reflecting the fact that we all are now living in the space age. We sought 
the best advice we could get from the newspaper syndicates and cartoonists, both 
having been in the forefront of the volunteers who have made the bond program 
a vital force in the lives of millions of Americans. 

Thus “Science Notebook” was born, and we are happy to announce its creation 
to you. If you have been carrying “The Truth Is * * *,” we believe you will 
now want to order “Science Notebook,” because with the January release “The 
Truth Is * * *” will cease to be. If you have not carried this feature, we believe 
that when you take a good luck at the sample panels of “Science Notebook,” 
reproduced here, you will give us your immediate order. A card is enclosed 
for this purpose. 

Many thanks for studying the new feature, filling out the card, and mailing it. 
Mats will be sent on a two-a-month basis as soon as your name is on our list. 
We believe the regular use of “Science Notebook” will be a service to your read- 
ers, aS well as a patriotic gesture of support for the U.S. savings bonds program. 

Sincerely, 
Jacop MOoGELEvER, 
Promotion Manager. 


I received a copy of that letter with a letter from one of our news- 
papers in which they say: 
I would think the Treasury Department could use those talents—and our tax 


funds—for better purposes than to get in the syndicate business. Please note 
the attached. 
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Could you give me the answer to that ? 

Mr. Stites. Mr. Chairman, I know about this “Science Notebook.” 
It just happens that only a day or so ago Mr. McDonald and I had 
Mr. Linehan, who is in charge of advertising and promotion, give us 
a detailed report on this activity. If I may, I would like to give 
you a part of this report from Mr. Tintin. 

Mr. Gary. I would be very glad to have it, sir. 

Mr. Srixzs. This is addressed to me from Mr. Linehan, and he says: 


Here is a report on our new daily newspaper feature, “Science Notebook,” as 
you requested. 

(1) Pictorial features are among the most popular items a newspaper offers 
its readers, ranking with the comics and the sports page in readership. News- 
papers consider them as top circulation builders. For this reason, the Savings 
Bonds Division has, since the war years, offered a regular succession of such fea- 
tures, combining good entertainment with a strong bond message, as a free 
service to newspapers. Mats are paid for by the Government, but must be 
requested by the newspaper, which then publishes the mat as a free public service. 

(2) Recently, acting upon the advice of experts in the newspaper-syndicate 
field, we switched from our previous daily newspaper feature, “The Truth Is,” 
to a new feature titled “Science Notebook.” It presents complicated scientific 
information in graphic, easily understood form, with particular emphasis on 
the dramatic new developments in space exploration, atomic power, etc., and 
ties in the message that savings bonds help build the strong economy necessary 
to sustain our scientific and military strength. 

(3) “Science Notebook,” like its predecessor feature, is created by U.S. Pic- 
torial, a New York studio which serves such commercial clients as General 
Electric, Procter & Gamble, Goodyear Tire & Rubber, McKesson-Robbins, and 
others; also the Army, Navy, Air Force, and Marines; the Civil Defense Admin- 
istration; and the National Safety Council. For the research, creation, and 
drawing of this feature, we pay $300 per issue—a modest price in comparison 
with normal commercial rates. Two issues per month are produced. 

(4) “Science Notebook” was offered to the Nation’s 1,700 daily newspapers in 
a mailing which included a sales letter and a presentation piece showing the 
first two issues (attached). This mailing was made the first week in January. 
As of January 29, requests had been received from 237 daily newspapers, with a 
combined circulation of 4 million, and representing 41 States. 

From the States represented by this committee, here are the total orders thus 
far received: 























Virginia 5 | New Jersey 

Louisiana 2|)New York 6 
Oklahoma 9 | Massachusetts 6 
North Carolina 6 


We anticipate that the request list will reach 400 within the next few months— 
which is high tribute to the feature’s attractiveness, and to the newspaper 
industry’s support of the bond program. Normal coverage by commercial- 
syndicate features, which newspapers must buy, ranges from 100 or less to a top 
of 500, which is what “Blondie” enjoys. 

(5) At an average rate of $50 per newspaper for an equivalent amount of 
advertising space, the total dollar contribution of the 237 newspapers which have 
already ordered would be nearly $12,000 per issue. Total cost, including art and 
mats, is about $360—a 33-to-1 return. 

Mr. Gary. I assume your letter was the same as the one I have just 
read intotherecord? — , 

Mr. Stites. That is right; it is the same letter. ; 

The only way we can get that kind of advertising is to just furnish 
something that they think is of interest to their readers because this 
goes on a reading page. 

Mr. Gary. The sole surpose of this program, as I understand it, is 
to promote the sale of bonds; is that correct ! 
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Mr. Stitzs. It is this plug right down here in the copy: 


Your savings will work for your country while they work for you, if you invest 
regularly in series E U.S. savings bonds. Start today under the payroll savings 
plan to help build for the future. 

Mr. Gary. You are reading from what? 

Mr. Stites. From this, which is part of the story. 

Mr. Gary. One of the pictorial features? You are reading from a 
print from one of the mats which this letter that I have just read 
offers to the newspapers as a service; is that correct ¢ 

Mr. Stites. That is correct. 

Mr. Gary. Everyone of.those insertions in the past, and now, in 
addition to a certain amount of scientific information and attractive 
pictures to attract attention carry an advertisement on bond sales of 
that nature ? 

Mr. Stizzs. It is the only purpose. May I suggest that the in- 
formation I gave in the statement from Mr. Linehan about the in- 
dividual States be deleted from the record. 

Mr. Gary. I do not see any objection to leaving it in there. 

Mr. Srizes. If you want to leave it in there it is all right. 

Mr. Gary. Those States are the States represented by the members 
of the committee ? 

Mr. Stites. Yes. I have all of the rest of the States on it also. 

Mr. Gary. Do you have any objection to that, Mr. Pillion? 

Mr. Prut0n. No, sir. 

Mr. Gary. I am from Virginia, and I have no objection at all. 

Mr. Stites. Off the record. 

(Discussion off the record.) 

Mr. Sriizs. May I say I thank you, Mr. Chairman, for giving me 
the opportunity to make this explanation ? 


SAVINGS BONDS SALES 


Mr. Gary. We will insert at this point in the record the table on 
page 91 of the justifications showing the savings bonds sales. 
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(The page referred to follows :) 


U.S. savings bonds sales, fiscal years 1941-58 (at issue price) 


{In millions of dollars} 

















Fiscal year Series Series Series Series Series Series Series Series 
H E and H F G J K E-K 
Ce Seer $35, 374 $35, 374 , 835 
1946 6, 739 6, 739 9, 612 
4, 287 4, 287 , 208 
4,026 4, 026 6, 235 
4, 278 4, 278 7, 141 
3, 993 3, 993 , 673 
3, 272 |. 3, 272 5, 143 
3, 266 3, 296 3, 925 
3, 700 360 4,061 4, 562 
3, 988 665 4, 653 5, 494 
4, 095 1, 130 5, 225 6, 473 
4, 219 1,041 5, 260 5, 846 
3,919 694 4, 613 4, 881 
3, 889 782 4, 670 4, 670 
| nee 89, 046 4,701 93, 747 125, 698 
































1 In June 1954 sales erroneously included reissue transactions of $18,000,000 Series E and H and $17,000,000 
Series F, G, J, and K. These were adjusted the following month (the 1st month of fiscal 1955). 
2 Less than $500,000. 


Note.—Series E, F, and G bonds were first offered for sale on May 1, 1941. Series J and K bonds were 
offered on May 1, 1952. Series H bonds were first offered on June 1, 1952. Series F and G were withdrawn 
from sale on Apr. 30, 1952, and Series J and K were withdrawn on Apr. 30, 1957, 

Figures are rounded to the nearest million and will not necessarily add to totals. 


BASIS FOR SALES VOLUME 


Mr. Gary. What are the factors bearing on the sales program used 
in arriving at the estimate of sales valume ? 

Mr. Stites. I should like to have Bill McDonald answer that for 
ou, sir, because he has not said anything yet, and furthermore he 
as worked on it so hard that he could recite it backwards. 

Mr. McDonatp. I would like to pass the buck a little further, and 

have Miss FitzGerald respond to the question. 

Miss FitzGerald is our market analyst and we work with her very 
closely. Miss FitzGerald, will you please tell the committee the basis 
of arriving at the sales volume ? 

Miss FrrzGeratp. The basis of arriving at the sales potentials in 
the various States is this: We study the flow of income into the States, 
the movement of the population, retail sales, and each State’s past 
sales record, to arrive at a percentage distribution of how much of 
the potential market is within each State. The national sales quota 
is arrived at in consultation with our national director of sales and 
our national director, and also we draw upon the services of the 
analysis staff of the Treasury Department in that respect, each one 
studying independently. Then we come together with a dollar 
volume as the national goal. 

Mr. Gary. What is the degree of correlation between these factors, 
and the actual sales experience ? 

Miss FrrzGrraup. In 1958 we achieved 99.77 percent of the goal 
that we had arrived at as the sales expectancy in 1958. This year we 
have arrived at a bigger goal, $5,311 million more than we sold last 
year. 
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INVESTMENT LIMITATIONS 


Mr. Gary. Why are institutional investors limited in their pur- 
chase to $10,000 per year, matured value, of each series ? 

Mr. Stites. I believe Mr. Heffelfinger or Mr. Merritt could best 
answer that. 

Mr. Merritt. I would say that the program as initiated—the sav- 
ings bond program as initiated—was primarily for the individual and 
the smaller investors. When you get into the area of institutional 
investors, you are in an entirely different area, and the nature of the 
sales program is changed considerably. 

Mr. Gary. Is there any limit now on the individual investors in 
E-bonds and H-bonds? 

Mr. Merritt. Yes; there is a $10,000 limitation which extends to 
$20,000 if it is registered in a man and wife’s name. 

Mr. Stites. That is the annual limit. 

Mr. Gary. The annual limit? 

Mr. Merritt. Perhaps I misunderstood your question. ; 

Mr. Stizes. I meant the annual limit, and you meant the annual 
limit. 

Mr. Merrirr. Yes, sir; that is the annual limit of the amount he 
can purchase. 

Mr. Gary. He cannot purchase more than that amount in 1 year, but 
he can hold more than that ? 

Mr. Stizzs. Yes, sir. 

Mr. Merritt. For example, last year—I believe it was in August— 
there was an opportunity given to individuals who held maturing 
F and G bonds to turn them in and receive series E bonds, and there 
was no limit involved there. Later in the year that was extended to 
certain other investor groups to turn in during the year. 

Mr. Gary. Off the record. 

(Discussion off the record.) 


EXTENSION OF MATURED E-BONDS 


Mr. Gary. What advantages are gained by the Treasury from the 
extension of the E-bonds after maturity ? 

Mr. Stizes. Mr. Heffelfinger, would you like to answer the part that 
refers to the public debt, as an advantage ? 

, i Herre.rincer. The answer is that we do not have to issue new 
onds, 

Mr. Gary. You say that you eliminate the expensive process of 
issuing them new bonds and that is not necessary. Do you estimate 
that is a very substantial savings to the Government ? 

Mr. Herretrincer. It could be, Mr. Chairman, because there are 
literally millions of bonds maturing every year. 

Mr. Canrtexp. Mr. Stiles, I think the last time I saw you was at a 
luncheon meeting at the Washington Hotel where the Lone 
Ranger was your guest and the party, I believe, was one for the kiddies 
of our Capital City. 

Mr. Gary. Off the record.. 

(Discussion off the record.) 
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Mr. Canrtevp. Mr. Stiles, you say that Secretary Anderson has 
given you and your Division a definite quota this year of maintaining 
at least 15 percent of the public debt in E- and H-bonds. 

Are you going to meet that goal ? 

Mr neate. We did meet 99.7 percent of our goal last year and I do 
not see, when the engine gets going, why we cannot do it this year. We 
are going to try. 

a ere are more hurdles this year than last, but we are working on 
em. 
MULTICOLORED STAMPS 

Mr. Canrietp. You described for us, also, your new stamp program. 

When were these stamps first sold by the Treasury ? 

Mr. Stizzes. The original ? 

Mr. Canriexp. Yes, the original ones. 

Mr. McDona tp. In 1941. 

Mr. Gary. Will the gentleman yield? 

Mr. CanFtexp. Yes. 

Mr. Gary. These are some more of your multicolored stamps which 
you advocated so strongly for such a long period of time. 

Mr. Canrievp. And you were working right along with me on that 
program. I think the successful consummation of the efforts made by 
the Treasury Department and the Post Office Department in develop- 
ing multicolored stamp machines is really paying off, not only with 
the philatelists but patrons as a whole. Personally, I have never had 
stainps as a hobby, but I have a healthy respect for those who do 
and I note that you think you believe philatelists’ purchases will more 
than offset the original cost of the artwork and the engraving in con- 
nection with the production of these stamps. 

Mr. Stirzs. Yes. 

Mr. CanriELp. I am inclined to believe that that will be borne out. 

How long have they been on the market ? 

Mr. Stites. They came on the market November 18, 1958. 

Mr. Canrtetp. You currently have a demand, insofar as you know? 

Mr. McDonaw. Yes. We have no accurate information, but we 
understand there is considerable interest in it on behalf of stamp 
collectors. 

PAYROLL SAVINGS PLAN 


Mr. CanFtetp. We spoke about the progress that you were making 
in getting more converts to your payroll savings plan, and I believe 
that it has also been adopted by the legislative branch of our Govern- 
ment; is that true? 

Mr. Stites. It was started out for the first time this last year in the 
House of Representatives with the cooperation of Mr. Livingston and 
several of you gentlemen in the House. Is that what you are re- 
one to, the legislative body here which started the payroll savings 

an 
. Mr. CanFretb. They started it, and so far as you know it is working? 

Mr. Srizes. Let me say this: It will work just as successfully as a 

ayroll savings plan wil] work in an industry if it gets official blessing 
rom the president, general manager, and if there is a person-to-person 
canvass in that industry or corporation. In that case, you will have 
a 50 to 75 percent participation. 
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Mr. CanrFtexp. That is a very good answer. 
That is all, Mr. Chairman. 


SERIES E AND H BONDS 


Mr. Pitui0Nn. Mr. Stiles, what is the difference between the series 
E bonds and the series H bonds? 

Mr. Stizes. One accumulates the interest and the other one pays the 
interest every 6 months. The H-bond pays the interest every 6 months 
and it is a registered bond. The E-bond is also registered but it ac- 
cumulates interest. 

Mr. Prtt1on. When you redeem the bond ? 

Mr. Stizes. Yes. 


GRANTS, SUBSIDIES, AND CONTRIBUTIONS 


Mr. Prion. On page 92 of the justifications, Mr. Stiles, you men- 
tion grants, subsidies, and contributions amounting to $246,900. 

What is that item generally? I notice it is the same for 1960. 

Mr. Herre.rineer. That is in the “Summary of obligations” in 
the objective breakdown on page 92. 

Mr. Krrixtern. In connection with the pay increase where the 
amount for personal services is $333,000, insurance is $1,000 and re- 
tirement is $22,000 or a total of $356,000. Is that the question ? 

Mr. Prix10Nn. No, I do not think it is. 

Mr. Krixte1n. That is retirement, I see. 

From each employee we deduct 6.5 percent toward retirement and 
the Government contributes a similar amount, 6.5 percent. 

Mr. Pitxton. That is a retirement contribution, but how much of 
that is in the $246,000? 

Mr. Krixtein. The full amount is for retirement. 

Mr. Pitiron. Then why do you have grants and subsidies in there? 

Mr. Krixtern. “Grants, subsidies, and contributions” is the official 
title of this object of expenditure. 

Mr. Piuron. I see. 

Mr. Srizzs. I can assure you that we make no grants. 

Mr. Piuion. I was wondering who you subsidized. 

Mr. Gary. The Government matches the employee’s contribution ? 

Mr. Pituton. That is the official title? 

Mr. Stugs. Yes, sir; that is the official title. 


TOTAL BOND SALES 


Mr. Prion. I note that the goal for 1959 as counted here would 
increase your sales by $311 million up to $5 billion. 

Mr. Stites. That is right. It is approximately a 6-percent increase 
over the $4.7 billion goal for 1958. 


PRINTING AND REPRODUCTION 


Mr. Gary. Referring to that same page, you have here an item or 

“Printing and reproduction, $360,000.” That has nothing to do with 

the printing of the bonds? You only handle the sales of the bonds and 

= = of printing the bonds is covered by the public debt appropria- 
ion 
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Mr. Krrxtern. That is right. 

Mr. Gary. This covers your printing in connection with the promo- 
tion of bond sales? 

Mr. Stites. That is correct, It is all literature that goes out. 

Mr. Krixte1n. That is for mats for newspapers and basic promotion 
materials. 

Mr. Gary. That includes the mats we were talking about a few 
moments ago? 

Mr. Stites. Yes. 

REDEMPTIONS 


Mr. Prixt0on. The goal is an increase of $311 million of sales over 
1958. If you did not assume that your programs here contributed 
to having the bondholders retain their bonds and you prorated the 
cost of the operation of your Bureau purely on the basis of increased 
sales, then the cost of the increased sales of $311 million amounts to 
a certain figure in the cost of operating the Bureau, that would be 
rather high because it would amount to something like 1.5 percent. 

In other words, you would be paying 1.5 percent for selling $311 
million worth of bonds. 

Do you believe that maintenance of your Bureau helps to keep 
these bonds that are purchased in the hands of the purchasers, so 
that thev will not be redeemed ? 

Is that the idea, to instill confidence in the E and H bonds, along 
with the promotional sales each year? 

Mr. Strives. The answer is “Yes.” I think it can be confirmed 
by the fact that redemptions last year were down 11 percent due to, 
perhaps, extra activity in the way of sales efforts. There were more 
bonds outstanding at the beginning of the year, as Miss FitzGerald 
already reported to you, and our average redemptions are approxi- 
mately 1 percent of the amount outstanding per month. That 
happens to be a very good percentage compared to what is customarily 
expected from any normal savings program. 

Mr. Priti0on. Do not general market conditions, prosperity, or sav- 
ings habits of people, enter into this thing somewhat ? 

Mr. Stites. Yes, indeed. 

Mr. Priiron. You cannot very well say that even if there were 
more redemptions it would be a lack of work on your part that caused 
it or if there were less redemptions, it is not just ‘automatically a 
matter that you will take 100 percent credit for? In the same way, 
I — not want you to take 100 percent blame for it if they dropped 
a bit. 

Mr. Stites. That is correct. 

Mr. Prition. Market habits and other factors enter into the situa- 
tion of how many bonds people will buy and how many they will re- 
deem in a certain period. 

Mr. Srizes. Actually, this is a sales organization of the Treasury 
Department. Our job is to endeavor to sell the average wage earner 
the importance of thrift and regular saving. 


NUMBER OF EMPLOYEES 


Mr. Pitt10on. How many employees do you have? 
Mr, Sries. 545. 





nett 
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Mr. Prttion. How many regional offices do you have? 

Mr. Stizzs. Six. 

Mr. Piuuron. Where is the one in the Northeast area? Is that 
New York City ? 

Mr. Stites. Yes, sir. 

Mr. Pittion. How many employees do you have there? 

Mr. Srixzs. In the regional office we have four; four in New York 
City. 

Mr. Pituion. You have no other office in New York State? Do you 
bere ee office in New York State besides the one in New York 

it 

Mr. McDonatp. Yes, sir. 

Mr. Pittion. Where? 

Mr. McDonatp. We have a State office headquarters in New York 
City for New York State. In the entire organization of New York 
we have about 30 employees located in New York City and other cities. 

Mr. Prtti0on. Do you have an office in the city of Buffalo? 

Mr. McDonatp. Yes, sir, we do. 

Mr. Prtt1on. How many employees do you have there? 

Mr. McDonatp. Two employees there. 

Mr. Pituton. They are scattered throughout the State? 

Mr. McDonatp. They cover the entire area adjacent to Buffalo. 

Mr. Gary. Will the gentleman yield? 

Mr. Pruuion. Yes. 

Mr. Gary. The meee of those offices is to promote sales and they 
organize and bunds the volunteer workers who go out in these vari- 
ous bond promotional programs; is that not correct ? 

Mr. McDonatp. That is correct, Con man. 

Mr. Prtuton. No further questions, Mr. Chairman. 

Mr. Gary. Thank you, Mr. Stiles and gentlemen. 

The committee stands adjourned. 
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a 
1958 actual | 1959 estimate | 1960 estimate 
Program by activities: 
1. Assessment and collection of duties, taxes and fees.....- $36, 581,932 | $38, 163, 260 $39, 145, 000 
2. Appraisal of imported merchandise........------------ , 863, 103 7, 271, 210 7, 556, 300 
3. Investigations of violations of customs and related laws 
EE EEE LLL EET PI 2, 771, 272 2, 974, 300 3, 150, 300 
4. Audit of collection and merchandise accounts. -......... 802, 028 822, 950 843, 800 
5. Analysis and identification of wow raat mg for tariff 
eae 999, 496 1,071, 950 1, 133, 600 
6. Executive direction...-.....- 1, 885, 430 1, 951, 330 2, 036, 000 
7. 1959 program obligated in 1958 203, 632 —203, 682 |.............. 
Total obligations 50, 106, 893 52, 051, 368 53, 865, 000 
Financing: 
1959 appropriation availabl 1958 —203, 632 . 4 | ae 
Unobligated balance sna ‘forward STR Le 300, 300, 000 300, 000 
Unobligated balance carried forward............--.-...... —300, 000 —300, 000 —300, 000 
Unobligated balance no longer available-...............-- 36, 739 
New objigational authority. 49, 940, 000 52, 255, 000 53, 865, 000 
New obligational authority: 
Appropriation. 49, 940, 000 48, 000, 000 53, 865, 000 
Proposed supplemental due to pay increases. 4, 255,000 |.........-...- 

















NortE.—This schedule includes balances of “‘ Revolving fund for reimbursable services.” 
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Object classification 



















































































1958 actual | 1959 estimate | 1960 estimate 
Total number of permanent poate Se RE eee 7, 276 7, 276 7,518 
Full-time equivalent of all = ERS 90 74 74 
Average number of all employees. --. 7, 187 7, 143 7, 281 
Number of employees at end of year- - 7, 354 7, 339 7, 501 
Average GS grade and salary-.. 8.0 $5,667) 80 $6,373] 7.9 $6,397 
01 Personal services: 
PR BO II oo vicictiunwnccidsauctcecinwiehuaaied $41, 195, 473 $43, 478, 170 $44, 622, 125 
Positions other than permanent 417,040 368, 1 150 368, 150 
Other personal services _ - 2, 206, 232 2, 300, 210 2, 499. 375 
Total personal services 43, 818, 745 46, 146, 530 47, 489, 650 
02 Travel. ... a , 547 485, 000 523, 000 
03 Transportation of things. 448, 993 472, 000 472, 000 
04 Communication services es 543, 910 554. 000 614, 000 
05 Kents and utility services--- 94, 482 103, 000 99, 805 
06 Printing and reproduction-__. s 228, 668 231, 000 256, 000 
07 Other contractual services ---..- 475, 294 474, 930 483, 850 
08 Supplies and materials--. 427, 603 416, 000 421.000 
09 Equipment ._....... 425, = 350, 000 408, 685 
10 Lands and structures. -. 88, 54 ae saci 
11 Grants, subsidies, and contributions_...........-.---.-.-- 2, 654, 208 2, 939, 950 3, 014, 420 
13 Refunds, awards, and indemnities- } 90, 000 90, 
15 Taxes and assessments... 12, 219 13, 220 13, 220 
1959 program obligated in 1958- -.- 203, 632 Se ee 
Subtotal_ 50, 127, 519 52, 071, 998 53, 885, 630 
Deduct quarters and subsistence charges...........-.-..------ 20, 626 20, 630 20, 
Total obligations 50, 106, 893 52, 051, 368 53, 865, 000 

















Mr. Gary. The committee will come to order. 
We will take up the request of the Bureau of Customs this after- 


noon. 


COMPARISON OF 1960 AND 1959 BUDGETS 


At this point we will insert a brief table comparing the amount 
appropriated in 1959 with the amount requested for 1960: 


Appropriation, 1959. 





Total (including anticipated pay supplemental, 1959) 52, 25 
Total (including anticipated pay and postal cn Mew 1959) -. = 292) 000 


Estimate, 1960 





Increase over appropriation, 1959. 





Increase over total (including anticipated supplemental, 1959) -_ 
Increase over total (including anticipated pay and postal supple- 


mentals, 1959) 





SUMMARY JUSTIFICATION DATA 


= 000 
55, 000 

865, 000 
5, 865, 000 
1, 610, 000 


1, 573, 000 


We will insert at this point in the record pages 118 through 120 
and pages 126 through 129 of the justifications. 
(The documents referred to are as follows :) 
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Analysis of appropriation base for fiscal year 1960 






































increases, postal rate increases, and authorized wage-board increases. 


Regular appropriation, 1959 act $48, 000, 000 
Supplemental appropriation for 1959 
Total appropriation, 1959 7 48, 000, 000 
Reductions: 
Activity 1. Assessment and collection of duties, taxes 
and fees $120, 035 
Activity 2. Appraisal of imported merchandise_____ , 900 
Activity 3. Investigations of violations of customs 
and related laws and regulations____ 38, 670 
162, 605 
Additions : 
Activity 1. Assessment and collection of duties, taxes 
and fees 8, 351, 580 
Activity 2. Appraisal of imported merchandise____- 699, 045 
Activity 3. Investigations of violations of customs 
and related laws and regulations_____-_ 233, 685 
Activity 4. Audit of collection and merchandise ac- 
counts 72, 410 
Activity 5. Analysis and identification of merchan- 
dise for tariff purposes. 90, 000 
Activity 6. Executive direction 169, 150 
4, 615, 870 
Adjustment in base (net) +4, 453, 265 
Appropriation base for 1960. 52, 453, 265. 
Increase over appropriation base for 1960 1, 411, 735 
Appropriation estimate for 1960 53, 865, 000 
Increase or decrease from total appropriation, 1959_________ +5, 865, 000 


2Does not include anticipated supplemental for 1959 to cover cost of authorized pay 


Comparison of appropriation base with appropriation estimate for 1960 






































ee iF base | Appropriation etsi- Increase (+-) or 
for 1960 mate for 1960 decrease (—) 
Activity 
Average | Amount | Average | Amount | Average | Amount 
positions positions positions 
1, Assessment and collection of 
duties, taxes, and fees.. _ __- 5, 220.0 |$38, 269,305 | 5, 360.0 |$39, 145, 000 140.0 $875, 695 
2. Appraisal of imported merchan- 
eee _... | 1,0845] 7,373,660} 1,111.5] 7,556,300 27.0 182, 640 
3, Investigations of violations of 
customs and related laws and 
regulations. __-___- : 310.7 | 2,946, 430 337.7 | 3,150, 300 27.0 203, 870 
4. Audit of collection and merchan- 
unts... ae 87.1 826, 370 89.8 843, 800 2.7 17, 430 
5. Annlysis and identification of 
merchandise for tariff purposes. 119.7 | 1,077,690 130.5 | 1,133, 600 10.8 55, 910 
6. Executive direction. .-.........--- 241.2 | 1,959,810 251.2 | 2,036,000 10.0 76, 190 
SE eee eee: 7,063.2 | 52,453,265 | 7,280.7 | 53, 865, 000 217.5 1, 411, 735 
Adjustment in base (net) --._.-....- +80.0 |—4, 453, 265 |..........].-...-.-.-- —80.0 | +4, 453, 265 
Total, appropriation 1959 and 
appropriation estimate for 
| Lee eae 7, 143.2 | 48,000,000 | 7, 280.7 | 53,865,000 | +137.5 | +5, 865,000 













































Tan 























377 


GENERAL STATEMENT 


The Bureau of Customs major responsibility is to administer the Tariff Act 
of 1930, as amended. Its primary duties include the proper assessment and 
collection of all duties, taxes, and fees due on imported merchandise, the en- 
forcement of customs and related laws, including the prevention of smuggling 
and frauds on the customs revenue, and the administration of certain naviga- 
tion laws and treaties. 

As an enforcement organization, Customs is concerned primarily with com- 
bating smuggling and frauds on the revenue. It also enforces the regulations 
of numerous other Federal agencies. These agencies include the Treasury’s 
Internal Revenue Service (Customs collects internal revenue taxes on imported 
merchandise), Bureau of Narcotics (preventing the smuggling of narcotics is 
one of Customs primary responsibilities, and close cooperation is maintained 
on other narcotics problems), and the Bureau of the Mint (Customs guards 
against illegal exportations of gold, ang sees to it that imported gold gets into 
the proper channels). Customs and the Immigration and Naturalization Serv- 
ice jointly give preliminary screening inspection to all persons and merchandise 
arriving across our land borders. In addition at some places the entire inspec- 
tion function is performed by Customs and similarly, at other places, immigra- 
tion officers perform both customs and immigration functions. Close cooperation 
is maintained with the Public Health Service and the Food and Drug Adminis- 
tration. Customs operates a health unit for its employees in New York in 
cooperation with and with the approval of the Public Health Service. Customs 
also enforces the Export Control Act on behalf of the Department of Com- 
merce, and funds are tranferred from that Department to in large part defray 
the cost of this work. Customs enforces the controls over exports of munitions 
for the Department of State and of fissionable and related materials for the 
Atomic Energy Commission. At the request of and with funds furnished by the 
Department of Agriculture, Customs has intensified its examination of pas- 
sengers baggage and foreign mail in the interest of keeping harmful plant and 
animal pests and diseases out of the country. Every piece of passengers 
baggage is examined except under extremely heavy workload situations when 
unreasonable delays would result. This situation arises only very occasionally 
when several large passenger vessels or many planes arrive almost simul- 
taneously. Customs also polices import quotas for Agriculture. In each case, 
Customs, because of its frontier position, performs essential functions which 
could be performed by the other agencies only at excessive expense. 

Fiscal year 1958 again saw all major categories of Customs workload reach 
hew record highs. Customs collections, for many years the Federal Govern- 
pg 2 major revenue, totaled $1,122 million, or nearly $63 million more than 

n 1957. 

Along with increased collections, the duties and responsibilities of customs 
have multiplied with the passing of the years. Each new trade agreement, Pres- 
idential proclamation, Executive order, Customs Court decision, etc., has made 
the appraisement and classification of merchandise more complex and difficult. 
We are required to use the most meticulous care in the appraisement and classi- 
fication of imported merchandise so that American labor and industry are afforded 
the protection from foreign producers that Congress directs and, in addition, so 
that the duties and taxes are collected uniformly throughout the United States. 
It will be seen that this latter requirement alone confronts us with a major prob- 
lem when it is realized that there are over 300 land, sea, and air ports of entry 
= ge merchandise may be cleared for entry into the commerce of the United 

S. 

Despite the so-called recession on the domestic side, imports into the United 
States reached alltime highs in 1958 and were reflected in every major item of 
customs workload. In the fiscal year 1958, over 1,175,000 formal entries of com- 
mercial shipments, covering thousands of different items of merchandise valued 
at over $12.7 billion, were accepted by customs. Hach article had to be separately 
classified as to its dutiable status, the statutory value of each article had to be 
determined, and the proper duties and taxes due had to be assessed and collected. 

Formal entries filed were covered by 1,822,000 invoices which required appraise- 
ment, and necessitated the examination of 2,383,000 packages of imported mer- 
chandise. More than 39 million vessels, aircraft, automobiles, buses, trains, 
and other carriers entered our ports. Each was subject to customs inspection. 
Vessels and aircraft are required to make formal entrance and clearance. 
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These carriers brought in nearly 111 million passengers carrying more than 24 
million pieces of baggage, all subject to customs inspection. In addition, over 
26 million pedestrians walked across our borders. 

The following table and attached charts show graphically the continuing sharp 
increase in workload which have occurred during the postwar period and the 
fact that personnel have lagged far behind workload increases. 





Fiscal year Fiscal year Percent 
1957 1958 





change 
I I So es i a een ece amma ame’ 1, 116, 211 1,175, 271 +5.3 
YE ST eee een 38, 564, 443 39, 466, 668 +2.3 
da ae ein a ceibinecine Maid cplamecee 132, 321, 187 137, 673, 041 +4.0 
Ee eae eee eee 1, 774, 343 1, 822, 149 +2.7 
CS EE SE a eee en eee $1, 059, 208, 252 | $1, 121, 966, 901 +5.9 














Customs continues its aggressive management-improvement program. Since 
1948 more than $3,600,000 in management-improvement savings have been re- 
ported. In fiscal years 1957 and 1958 these reported savings were $563,000 and 
$323,000, respectively. 


Summary of increases requested for fiscal year 1960 over fiscal year 1959 








. Postal rate increase costs. . Smutie +40, 000 
262d day costs....--.------- Beate edt Oe ee eee +160, 000 


—< total adjustments to 
RAPES RNG SSPE: Eee ee! —80.0 |+4,055,455 | +-192,080 | -+205,730 | +4, 453, 265 


Average | Regular Other Other 
Positions | positions| salaries personal objects Total 
services 
neal to appropriation 
— Savings due to manage- 
ment improvements, pro- 
cedural changes, ete ..-.-|-...-_...- —80.0 | —$50,000 |.--..---.--- —$3, 415 —$53, 415 
2. Transfer of leases to Gen- 
eral Service Administra- 
_ BEE ee ae: aeenert. Saar e. Sane aera —3, 195 —3, 195 
3. Replacement automobiles. ae? a See eee —105, 995 —105, 995 
4. Pay increase cos' .---|+3, 805, 040 | +$192, 080 +268, 750 | +4, 265,870 
4 Wage board increase costs. Se | ee 9, 585 150, 000 
ri 



































Aptos over appropriation 4g 
. i 

eg ‘Collectors-ins __ 66 59.0 295, 120 6, 600 20, 820 322, 540 
Entry officers and liq- ( 
NED sacesencuse-s- 25 22.5 ho | 22,730 152, 245 
Clerical. ERS 20 18.0 ji, aa 9,015 77, 385 
ere 45 40.5 164, 265 4, 500 36, 335 205, 100 

orker ney 0" OO a. a See Sees 55, 000 55, 
ENR 30 27.0 fk |) ee 23, 460 178, 740 
J) ee ees 30 27.0 134, 785 11, 205 19, 210 165, 200 
4. Compieciions pc eeenseaiebe 3 2.7 \ DS eee 3, 950 17, 430 
DB; BER iinenrinsicmnconnens 12 10.8 _) |} eee 3, 650 55, 910 
6. Headquarters. ----.-.-.----- li 10.0 > 30, 085 76, 190 
oe , Peer, has anes (Sener ee 105, 995 105, 995 
Total additions over base_- 242 217.5 | 1,059,180 22, 305 330, 250 1, 411, 735 
Grand total increases. ---- 242 137.5 | 5,114,635 m 214, 385 535, 980 5, 865, 000 
ia mf . 
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EXPLANATION OF LANGUAGE CHANGES 


The sole language change requested for 1960: “including forty for police-type 
use without regard to the general purchase price limitation for the current fiscal 
year”—will provide authority to procure special equipment for police-type auto- 
mobiles over and above the prescribed statutory price limitation, pursuant to 
Comptroller General’s decision B131,418, dated April 19, 1957. 

Police-type automobiles are used by customs agents throughout the country to 
combat smuggling. It is well known that smugglers frequently employ high- 
powered cars hoping to outrun their pursuers when detected. The use of fast, 
radio-equipped pursuit type automobiles is essential to combat such efforts. High 
speed is particularly important on the Mexican and Canadian borders, where 
most actual pursuit takes place. For these areas a high-horsepower engine and 
heavy duty springs, shock absorbers and tires are required, as well as a heavy 
duty generator and battery for the radio equipment. In other areas a standard 
eight-cylinder engine, which can be procured within the statutory limitation is 
satisfactory, but the other heavy duty “extras” are needed for driving around 
waterfronts, and for radio equipment. Mobile patrol cars also require the 
extras except for the high horsepower engine. 

The proposed number of cars and the dollar amount for extras are both stated 
at total amounts. As indicated subsequently in the detailed justification mate- 
rial, customs proposes to use the full limitation on only 15 Customs Agency cars 
to be assigned to the Mexican and Canadian borders, and to use a part of the 
limitation for 10 other Customs Agency cars and 15 mobile patrol cars. The 
cost of the extras is estimated as follows: 


(a) Minimum 250-horsepower engine instead of standard engine (neces- 


sary for rapid acceleration and sustained high speeds) --_-----____ $153 
(b) Heavy duty battery (necessary for the operation of 2-way radio 
CO) eS Se eae Seer eee ee RL Sec ee, ae ee 8 





(c) Heavy duty alternator-rectifier (50/60 amp.) (necessary to provide 
additional power for the operation of 2-way radio equipment and to 
replenish the battery referred to above) 130 

(d@) Heavy duty springs and shock absorbers (necessary for the safety of 
employees and the public when cars are driven at high speed over 





























all types of roads) 9 
(e) Heavy duty tires (necessary for the same reasons as stated under 
item (d)) 8 
Total 308 
Analysis of appropriation base 
Appropriation alloca- Adjustments in Net change in base 
tion for 1959 base increase (+) de- 
crease (—) 
Activity 
Average | Amount | Reduc- | Additions | Average | Amount 
positions tions positions 
1, Assessment and collection of 
duties, taxes and fees_.-.._.._.- 5, 277. 6 |$35, 037, 760 | $120,035 | $3, 351, 580 —57.6 |+-$3, 231, 545 
2. Appraisal of imported merchan- 
_ =e eee 1,101.5 | 6,678, 515 3, 900 699, 045 —17.0 4-695, 145 
3. Investigations of violations of 
customs and related laws and 
EEE 312.5 | 2,751,415 38, 670 233, 685 -1.8 +195, 015 
4, Audit of collection and merchan- 
dise accounts..................- 87.9 708/000 t.........- 72, 410 —.8 +72, 410 
5. Pha ye and identification of 
merchandise for tariff purposes- 120.5 987, 690 |........_- 90, 000 —.8 +90, 000 
6, Executive direction. ...........-- 243.2 1,790,660 |_....-...- 169, 150 —2.0 +169, 150 
Total -| 7,143.2 | 48,000,000 | 162,605 | 4,615,870 —89.0 | +4, 453, 265 


























Mr. Gary. We have with us a Commissioner of Customs, Mr. 
Ralph Kelly. We will be very glad to hear from you at the pow 
time, Mr. Kelly. 
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GENERAL STATEMENT 


Mr. Ketiy. Mr. Chairman and members of the committee, we are 
appearing before you today to present and explain our appropriation 
request of $53,865,000 for fiscal year 1960. 

The Bureau of Customs, as the guardian of our sea and land bor- 
ders, inspects and examines all persons, animals, merchandise, vessels, 
planes, trains, automobiles and other vehicles to establish their tariff 
status and their admissibility into the United States. 

With our ever-increasing economic growth, particularly in the area 
of international trade and travel, customs must keep pace. In fiscal 
year 1958, alltime high records in revenue collections and in numbers 
of transactions were established in all types of customs workload. 

Our appropriation for fiscal year 1959 is $48 million, the same 
amount as that appropriated for 1958. Besides the pay increase and 
related noncontrollable costs, such as the 262d day and items of that 
type, amounting to $4,562,000, we are —s for funds in our 1960 
budget to finance 242 additional employees. ‘This increase, amountin 
to just over $1.3 million, stems directly from the continuing sharp a | 
steady increases in workload which this Bureau is experiencing. ~~ 


WORKLOAD AND PRODUCTION 


Perhaps at no time during my term as Commissioner have the 
workload and production charts which we display each year had such 
ee significance and a direct bearing on the budget estimate as 
this year. 

Mr. Chairman, I would like again to show these charts, copies of 
which are in the justification material. 

Mr. Gary. At this point, we will insert the chart on page 121 of 
the justifications. 


36439 —59——_25 





237548! 


«tf 


ar 


iPesairee 











382 
(The document referred to follows :) 
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120 VRDISKES29.090091.. UP es, 
ENTAUES..LUS.270_ UP Jes 


INVOICES... 1.022.149 UP 97% 








-20 ° SMEROUEES __1.07 Down ies 


Mr. Keniry. The first chart shows the growth of our business, and 
shows that the aircraft, of course, are the ones that go up fastest. 
They are up about 10 to 12 percent and they are going to continue to 
go up over the next 2 or 3 years. 

The vehicles are up, although not quite as much. Formal entries 
are up, which are the documents representing the actual merchandise 
imported. Invoices are up about the same amount. People of 
course, are up, too, about 7 or 8 percent. 

The number of employees is, I think, identically the same for fiscal 
year 1958 as they were for 1957. I might say at the end of this year 
they will probably be a little bit lower, because we are putting on an 
employment “freeze” to keep within our appropriation. 


WORKLOAD FOR FIRST 6 MONTHS 


Mr. Gary. We will now insert the Customs workload chart for the 
first 6 months of 1958 and 1959 at this point in the record. 
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(The documents referred to are as follows:) 


CUSTOMS WORKLOAD 


FIRST SIX MONTHS 1958 AND 1959 
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FORMAL ENTRIES _4.4% 
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Mr. Keuiy. The growth of our work is not by jumps and bounds, 
but it issteady. For the first 6 months of this year, we have that same 
sustained growth. The collections are up about 8.9 percent; the air- 
craft are up 9.2; invoices are up; everything is up. 

I might say the growth in the last 2 months has jumped even over 
the first 4 months. We look forward to next year being a banner year, 
even greater than the past year. 


COLLECTIONS 


We again expect to have 10 to 12 percent increase in collections and 
around an 8 to 10 percent increase in volume of paperwork and the 
other types of work,that we process. 


LIQUIDATION OF FORMAL ENTRIES 


Mr. Gary. We will insert at this point in the record the chart 
appearing on page 122 of the justifications. 
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Mr. Ketiy. This chart covers our liquidation work, and shows our 
most important backlog. Liquidation is the final closure of the busi- 
ties transaction of entering goods. 

Each year we have been on a thin edge, and this year is no exception. 
We have lost ground this year, even though the rate of liquidations 
per liquidator has gone up, it is the highest it has even been. But 
this year we have slipped behind and in the proposal, which I will 
present later, we are requesting funds for 25 additional liquidators, 
which will be the first addition over several years. 

With this increase of 25 liquidators, we will still fall behind in the 
first 6 months of the next fiscal year, but we expect to balance our 
liquidations with entries filed about mid-year. From then on we 
wil] gain on our backlog and it will dip down. 
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APPRAISEMENTS 


Mr. Gary. At this. point we will insert the chart on page 123 of the 
justifications. 
(The document referred to follows :) 
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Mr. Kexty. The appraisement picture is again a record of growth. 
In all of theses different activities we have put in many management 
improvements and management controls. For instance, we are exam- 
ining more packages on the pier, which eliminates the necessity of 
cartage to our appraisal sites. 

We provide a quicker delivery of the goods to the importer. Man- 
power has gone up a little bit. Here again we need additional ap- 
praisers to take care of this growth. 


< 
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MAIL EXAMINATIONS 


Mr. Gary. At this point we will put in the chart on page 124 of the 
justification. 
(The document referred to follows :) 
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Mr. Ketiy. Again, the volume of mail is growing, not quite at 
the same rate as before, but it is still growing fast. We are ex- 
amining not only more packages, but a greater percentage of more 
packages. 

As you would expect the amount of duty per package has gone 
down by the examination of more of them. Our revenue is still 
higher than the cost of examining a package. The cost of examin- 
ing a package runs around 30 to 40 cents. So we have a net receipt 
of over $3 for every package we examine, but we are approaching 
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the point or we are near the point where we know we are examining 
the right number of packages. 

The facility that we installed in New York has tremendously 
helped in examining more packages and doing a better job in those 
that we do examine. 

COLLECTIONS 


Mr. Gary. At this point we will insert the chart on page 125 
of the justifications. 
(The document referred to follows :) 
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Mr. Ketiy. The customs collections for the last fiscal year were 
$1.122 billion. Again, we expect they will be about $1.200 billion 
at least for this fiscal year. The cost of collecting $100 went up 
slightly last year to $4.45. This increase came about as the result of 
pay increases. 

On the basis of increased collections the cost of collecting $100 will 
go down to somewhere between $4.45 and $4.20 this year. 

That group of charts gives you a picture of our workload by the 
large divisions of work that we handle. 
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ASSESSMENT AND COLLECTION OF DUTIES, TAXES, AND FEES 


LIQUIDATORS 


We are requesting 25 liquidators for the collection activity. Per- 
haps no other single need for additional manpower is more urgent 
than that for liquidation personnel. 

You will recall, from the charts just presented, that a steady in- 
crease in backlog has developed over recent years, despite a substan- 
tial increase in the number of entries liquidated each year. 

You will also note that our per-man production has increased sub- 
stantially, yet the constant rise in the numbers of entries filed is 
forcing us to lose ground steadily. The alarming fact we get out 
of all this is, that by the end of this fiscal year the number of un- 
liquidated entries on hand will exceed a 7 months’ backlog. 

e are giving this problem constant attention. A plan we tried out 
in New York has worked out very satisfactorily. A liquidator group 
was established at the Idlewild passenger terminal adjacent to the 
baggage inspection enclosure. 

The liquidators normally perform liquidation duties, but in time of 
peak loads of incoming a they assist the ie apni inspectors 
in processing baggage. Similarly, during slack periods the inspectors 
assist in liquidation work. 

This has not only helped out in increased liquidations but has en- 
abled us to do away with seasonal inspectors during the peak months 
of travel at Idlewild. 

Another move that has proven helpful is the transferring of entries 
from districts that have large backlogs to those not so heavily loaded. 
The liquidation of unconditionally free entries at subports has been 
extended and has given good results. 

While these moves give increased output, they are not sufficient to: 
cope with the steadily increasing number of entries. With the addi- 
tional manpower we will be able to make progress toward correcting 
this very undesirable situation. 


CUSTOMS INSPECTORS 


We are also requesting 66 additional positions of customs inspec- 
tor to meet the increasing flow of imported merchandise and of persons 
and vehicles through our seaports, our airports, and across our land 
borders. 

AIR TRAVEL 


In air traffic alone the annual increases have averaged nearly 15 per- 
cent for the past decade, and there is no evidence of any let up. Some 
people estimate the number of air passengers will double in the next 
5 years. It is my own estimate that it will double in the next 3 years, 
with the advent of jets. 

As I reported last year, at Idlewild, New York’s International Air- 
port, we now have what we believe to be the most efficient facility pos- 
sible for the examination of passengers’ baggage. This supermarket 
system is operated on the lines of our modern supermarkets, with the 

assenger bringing his baggage to a customs officer stationed behind an 
individual counter with a conveyor belt to assist in moving the bag- 
gage toand from the examination position. 
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I can’t speak too highly of the job our men are doing at Idlewild 
with that new facility. We have received many compliments. The 
outstanding efficiency of this modern facility has permitted us to 
handle the increase in air travelers at New York with recordbreaking 
speed. The average of 1 hour previously required to clear a 70-pas- 
senger plane load through all inspectional agencies, has now been 
reduced to an average of 30 minutes for a 150-passenger load from one 
of the large jet aircraft. 

Nearly 675,000 passengers entered through this airport during the 
first 6 months of fiscal year 1959. The cargo clearance procedures 
at Idlewild have also been streamlined, which enable us to get the 
merchandise to the importers within a remarkably short time. 

The advent of the larger jet aircraft in passenger traffic has re- 
sulted in planning for drastic renovation of all major airports through- 
out the country, particularly those handling international traffic. 
We have been working ehenely with the planners of those airports. 

The modern concepts of the Idlewild baggage examination facility 
are to be included in the new or revamped terminals planned for 
Philadelphia, Washington, Miami, New Orleans, Houston, Los An- 
geles, San Francisco, Chicago, Detroit, San Juan, and Honolulu. 

The longer-range planes are also creating new international air 
routes reaching into areas which have not previously experienced a 
large volume of international traffic. European traffic is now coming 
direct into Los Angeles and San Francisco via the transpolar routes 
of Trans-World Airlines, Pan American World Airways, and Scan- 
dinavian Airways System. KLM is now bringing traffic into Houston 
from Amsterdam. Additional international flights are operating into 
Chicago and Detroit. We have also had many “over flights” into 
airports where they have a long enough runway to handle a jet, which 
have been processed very speedily. 


PRECLEARANCE 


We now preclear passengers and baggage at Montreal, Toronto, and 
Winnipeg, in Canada. The baggage of air passengers on flights des- 
tined direct to the United States is examined prior to the passenger 
boarding his aircraft on foreign soil. 

Upon arrival in the United States the passenger proceeds on his 
way with no delay other than recovering his po baggage from 
the airlines. Requests are under review for extension of preclearance 
procedures to other nearby foreign countries. 

Of the 66 additional inspectors requested, 30 are requested for the 
increase in airport activity. 


SIMPLIFIED PROCEDURES 


_ A number of the simplifications in travel procedures in this and 
in preceding years are in conformance with the principles of the 
Randall Committee report on “International Travel.” Those requir- 
ing legislation will be submitted to the Congress this year together 
with other recommendations to simplify our procedures. 

We are now testing two procedural changes that promise to save 
steamship lines more than a quarter of a million dollars annually. 
The first of these will eliminate the itemized list of crew purchases, 
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commonly called the curio list, which each vessel arriving in the 
United States must present to customs. 

We believe the declarations which are already required of crew 
members can be made to serve our purposes without the crew pur- 
chases list. You must remember that in many of these ships the duty 
collected from the crew members is greater than that collected from 
the passengers because of their lower exemption. 

The second change would permit us to accept the list of passengers 
which is prepared by the large passenger vessels as a souvenir of 
the voyage and thereby eliminate the separate, formal list which is 
required for customs purposes. 

Piers: The most difficult and unsolved problem facing customs 
today is the handling of passengers entering the port of New York 
by sea. It will never be satisfactorily solved until new piers are built 
comparable to those abroad and designed for the proper handling 
and comfort of passengers. 

The passenger piers at New York are old; open to the freezing 
winds and cold of winter and the extreme heat of summer. Some 
piers are simply too small for the number of passengers discharging. 
There are inadequate and poorly operated comfort facilities and even 
such a small matter as drinking fountains are scarce or nonexistent. 
Frequently the number of coopers and porters furnished by the steam- 
ship lines is inadequate. 

Recognizing that any modernization of these piers is in the distant 
future, we have just completed a comprehensive study toward im- 
proving the present clearance methods. One of the changes under 
consideration as a result of this study will be to assemble the baggage 
of all three classes of passengers under the same set of letters and 
with only one staff desk from which all inspectors will operate. 

We will also try out an express checkout line to speed up that type 
of passenger who has from three to five pieces of hand baggage. An- 
other proposal we believe to be beneficial is to group the barrels, 
roped and nailed boxes and other baggage requiring cooperage service 
in one location together with the coopers and inspectors. This can 
speed up the clearing of this slow-moving baggage. 

The problem of large numbers of visitors on the pier hampers the 
processing of passengers and causes delays and confusion. The possi- 
bility of an incoming traveler passing contraband to one of the visi- 
tors on the pier before he goes through inspection formalities is real. 

There have been many instances where customs officers have made 
seizures when this has occurred. For these reasons, we are working 
toward a sharp reduction in the number of visitors allowed on the 
pier during customs clearance. 

One bright light on the pier situation in New York is the new mod- 
ern passenger pier now under construction for the Holland American 
Line and due for completion in 1962. We have been working with the 
steamship line to incorporate the most desirable features of terminals 
both here and abroad. 

Final plans have not been drawn as yet for the customs enclosure 
but a greatly improved setup for customs inspection will almost cer- 
tainly be made available. 

Nineteen additional inspectors are needed to handle the steadily 
increasing volumes of merchandise and passengers entering through 
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our seaports. There seems to be no end to the increase in passenger 
travel nor are there any sharply defined peaks and valleys any more. 
Passenger ships arrive with large passenger lists at times where they 
carried practically no passengers in earlier years. 

Just 2 weeks ago we had ies large vessels arriving in 1 day. The 
Queen Mary was one of them and she had 900 passengers, and that is 
a thing that was unheard of 2 or 3 years ago. 

The practice of examining all the baggage of incoming passengers 
has been continued except during peak periods. This has been pos- 
sible in part due to funds, $935,000, furnished us by the Department 
of Agriculture. One hundred percent examination of baggage has re- 
sulted in a 500-percent increase in interceptions of sconteed, plant 
and animal materials and the Department of Agriculture is well satis- 
fied with our work on their behalf. 

A marked increase in customs seizures of undeclared articles has 
also occurred, particularly at Idlewild Airport. We are convinced 
that counterfacilities such as those installed at Idlewild, which per- 
mit an inspector to conduct an examination under ideal conditions 
will accomplish much to intercept unlawful importations of 
contraband. 

The seizures of undeclared articles in panrenenr®, baggage at Idle- 
wild for a 314-month period this year have amounted to $228,000. 
None of these seizures resulted from previous information and all 
occurred in the course of our routine 100 percent baggage 


examination. 
ST. LAWRENCE SEAWAY 


Ten additional inspectors are needed to provide service for the in- 
creased traffic when the St. Lawrence Seaway opens for larger ships 
next spring. New plants are building along the seaway which, with 
the increased number of ships and the larger and more diversified 
cargoes, will demand more service from customs. 


BORDER CROSSINGS 


Seven new inspectors are requested to handle the growing rise in 
number of vehicles, merchandise, and people crossing our land borders. 
We will also have to provide for some very pressing demands for in- 
creased hours of service at some stations. 

We are requesting 45 new positions to staff a classified project, which 
I shall be glad to discuss with you off the record. 

Although not directly connected with the additional personnel re- 
quested, there are several items of interest and importance associated 
generally with this activity on which I would Fike to give you a 
short report. 


EXAMINATION OF FOREIGN MAIL 


We have made great strides in the processing of foreign mail par- 
cels at New York, Chicago, and Los Angeles. Using assembly line 
methods with the aid of conveyor belts and tying machines, we are 
handling greater volumes of mail than ever before, and with less 
people. In New York during the recent Christmas rush at no time 
were we behind more than 2 days 
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In the early years we were behind as much as 20 days at peak 
periods. That was before we put in the new system. A considerable 
quantity of mail arriving at New York and formerly dispatched to 
our Philadelphia and Baltimore offices for customs treatment is now 
being examined at New York. 

This has permitted customs to use the more efficient mechanical 
aids at New York and has produced some savings for the Post Office 
Department in terminal charges. We plan to expand this program 
in 1960. 

Revenue collections from mail importations, as shown on the charts, 
were up 6.6 percent in 1958 over 1957, and packages examined in- 
creased by 16 percent. 

There is one other phase of this work that I feel sure will interest 
you. Beginning late in October, we set up a central system of account- 
ing for mail entry collections using punched card equipment. In- 
stead of collectors of customs receiving thousands of check and cash 
payments during the year from postmasters all over the country, the 
postmasters now pool these fees, and customs in New York will receive 
only a total of approximately 200 checks annually from the 15 postal 
regional comptrollers. 

These improvements, of course, could not have been made without 
the splendid cooperation of the Post Office Department staff. 


BORDER BUILDINGS 


Some progress has been made in replacing old and inadequate cus- 
toms stations. Customs and immigration jointly have completed new 
inspection stations and two residence cottages each at Pinecreek, 
Minn., Turner, Mont., and Andrade, Calif. 

These stations were built pursuant to our joint authority which 
permits us to expend up to $60,000 per installation. Each of these 
three cost almost exactly the maximum permitted. The General Serv- 
ices Administration border construction program, covering buildings 
costing more than $60,000 and originally approved in their 1958 
budget, is moving ahead. 

New facilities will be built at San Ysidro, Calif., Madawaska, Maine, 
Rooseveltown, N.Y., and at Eagle Pass and Brownsville, Tex. 


INFORMATIONAL MATERIAL FOR THE PUBLIC 


We have intensified our efforts to get the story of our simplications 
and legal rulings to foreign exporters, importers, brokers, and tour- 
ists. One most effective medium is our International Newsletter. 

This leaflet is distributed quarterly through our Embassies, consular 
and information offices, to exporters, prospective exporters, and tour- 
ists. We thus disseminate accurate, timely information in plain non- 
technical language to the people who are directly asked for this in- 
formation. 

We have also developed a series of handouts which explain our re- 
quirements on such subjects as “How To Bring in an Automobile,” 
“Alcoholic Beverages,” “Religious Articles,’ “Household Effects,” 
“Tools of Trade,” “Wedding Presents.” "We have just brought up 
to date and released the booklet “Exporting to the United States,” 
which is a valuable source of information. 
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The purpose of that is to show you that we are keeping up to date 
on our informational material for people who can use it. 


CODE OF CONDUCT 


As you may recall, in my statement last year, I indicated we planned 
to issue an employee’s “Code of Conduct.” This was completed in 
March 1958. We appreciated the letter we received from this corn- 
mittee commenting favorably on this code. 

We feel this document was even more timely since the 85th Congress‘ 
later found it desirable to issue its “Code of Ethics for Government: 
Service.” Our many contacts with the public require that customs 
employees meet the highest standards of conduct, and you will be 
pleased to know that the vast majority of our employees practice these 
principles which conform also to the “Code of Ethics” of Concurrent 
Resolution 175 passed by the 85th Congress. 

We obtained the services of an experienced personnel head wha 
has helped us materially in this field. He, in turn, obtained a well- 
qualified man in the field of training. In next year’s presentation we 
expect to have a great deal to report on this vital activity. 


APPRAISAL OF IMPORTED MERCHANDISE 


Fifteen new teams of examiner and examining aid are requested in 
our appraisement activity. Our appraisers are being swamped by the 
tremendous inflow of merchandise and a'so by the increased difficulty 
in finding the statutory value of imported merchandise. When the 
recent amendment to section 402 of the Tariff Act became effective 
last February, four additional bases of value were added to the five 
such bases already existing under the prior act. 

Now, the appraiser first must determine from physical identifica- 
tion whether the merchandise is to be considered under the provisions 
of section 402 or section 402A and then apply the appraisement tech- 
niques peculiar to one or the other of those sections. 

I was hunting for a little light on this very technical question, and 
I found it completely described in the new booklet, “Exporting to the 
United States,” which pleased me that we had put this complicated 
technical item into this book in plain language. 

_Claims of dumping have increased sharply during the year, espe- 
cially since the passage of new legislation last August. The disposi- 
tion of these cases requires extensive and detailed foreign investiga- 
tions as well as careful and time-consuming: analysis by both head- 
quarters and field personnel. 

The Presidential proclamation covering the importation of watches 
and watch movements from Switzerland has placed upon the ap- 
praisers responsibility for tabulating and reporting the volume of 
movements imported, identifying each different type. Recently we 
have modified our examination and cut it down quite materially. 

The self-imposed quotas in Japan upon the exportation of cotton 
and cotton products, as well as stainless-steel flatware, require policing 
to determine the effectiveness of these quotas. Not only direct ship- 
ments from the countries are involved but indirect shipments from 
other countries, such as Mexico, Canada, and others. 
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All of this additional work comes on top of the tremendous growth 
in normal workload which the steady expansion of our foreign trade 
has brought to all parts of the Customs Service. 


INVESTIGATIONS OF VIOLATIONS OF CUSTOMS AND RELATED LAWS AND 
REGULATIONS 


The Customs Agency Service is the investigative unit of the Bureau 
of Customs. It has investigative jurisdiction in cases involving the 
smuggling of merchandise into and out of the United States in viola- 
tion of the Tariff Act of 1930, the Narcotic Drug Import and Export 
Act, the Gold Reserve Act of 1934, the Mutual Security Act, pertain- 
ing to implements of war, the Marihuana Tax Act, and the Export 
Control Act. 

I can assure you, gentlemen, none of these areas of violation is a 
dead letter. They are all very active. 

In addition to smuggling investigations, customs agents also investi- 
gate false invoicing, failure of passengers to declare merchandise, 
unlading of merchandise without permit, falsity or lack of manifests 
for arriving vessels, and other violations of the Tariff Act. 

They investigate violations of the navigation laws pertaining to the 
ownership, documentation, chartering, and trade of vessels documented 
under the laws of the United States; cases arising under the Federal 
Tort Claims Act; the character and fitness of employees entering the 
customs service; and personnel derelictions are also investigated by 
the customs agents. 

Treasury attachés and representatives in foreign countries, as well 
as customs agents in the United States, conduct inquiries as to market 
value for the use of appraisers in determining the value of imported 
merchandise. 

They also perform enforcement work in connection with possible 
smuggling into and out of the United States. Seven Treasury repre- 
sentatives are assigned to foreign offices to engage solely in enforce- 
ment work. In connection with these violations, customs agents make 
seizures and arrests, prepare case reports to the U.S. attorneys on 
matters requiring criminal or civil prosecution, and assist U.S. at- 
torneys in the trial of such cases. 

Customs agents stationed at ports of entry are also required to 
observe port operations, and to investigate and report to the Commis- 
sioner any slacking or breakdown in port enforcement by our uni- 


formed officers. 
SMUGGLING OF NARCOTICS 


The campaign against the smuggling of narcotics continues to be 
our prime target. We have been and we will continue to use all re- 
sources available to us in waging a relentless war against this most 
despicable practice. 

I can report to you with some satisfaction an increase in both the 
number of narcotic seizures and in the quantities of narcotics seized in 
the fiscal year 1958 over 1957. 

In 1958, 778 seizures totaling 41,846 ounces of narcotic were made, 
compared with 641 seizures and 26,297 ounces in 1957. We are by no 
means complacent or satisfied with these results because we know that 
the retail price of narcotics in the illicit market has remained rather 
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stable, an indication that there is still plenty of smuggling going on 
and much more work for us to do. Later on I will tell you how we 
plan to meet this challenge; first I want to report some cases of special 
interest. 

In March of 1958, Navy searchers at San Francisco found 30 grains 
of heroin in the bedding of a Military Sea Transport Service crewman. 
He was arrested and later admtited that he had on previous occasions 
smuggled approximately 20 ounces into the United States for one 
Robert King. 

Investigation established that King had employed a number of 
Military Sea Transport Service crewmen to smuggle narcotics from 
Tokyo for him. Our office in Tokyo secured sufficient evidence to have 
King and two other Military Sea Transport Service crew members 
convicted of conspiracy and they were sentenced to 12-year terms and 
fined $13,000. 

Another case involving the joint efforts of our offices in Hong Kong, 
Tokyo, and San Francisco resulted in the arrest of Shin Lee of San 
Francisco on April 23, 1958. Information was developed by our Hong 
Kong office indicating that a seaman on the steamship President Cleve- 
land had a quantity of heroin in his possession concealed in secret 
compartments in a suitcase. 

The heroin was obtained from the seaman by a representative of our 
Tokyo office and turned over to the custody of the master of the vessel. 
The seaman agreed to cooperate with Customs in this case. 

Upon arrival of the vessel at San Francisco, the narcotic drug was 
placed under seizure. Simulated heroin was placed in the suitcase to 
replace the actual narcotic. The consignee accepted delivery of the 
suitcase containing the simulated heroin and was placed under arrest. 

Five arrests were also made by the Hong Kong authorities in this 
case. All were convicted and deported to Red China. This case is a 
prime example of what can be accomplished through the combined 
efforts of our offices abroad and our offices in the United States. 

Shin Lee pleaded guilty to the charges against him and was sen- 
yep by the Federal district court at San Francisco to a prison term 
of 8 years. 

We have given special attention this year to the idea of expanding 
our counter-narcotic-smuggling operations in the Far East. I made 
an extensive trip last April visiting Tokyo, Macao, Bangkok, and 
Manila. Mr. Strubinger covered much the same ground in November 
when he headed the U.S. delegation to Bangkok at the Economic 
Commission for Asia and the Far East (ECAFE) meeting on customs 
administration. As a result of information obtained during our 
travel in the Orient, it was decided that an additional office should be 
opened at Singapore about March 1, 1959, for the purpose of obtaining 
information on the traffic in narcotic drugs throughout the area and, 
more particularly, the smuggling of narcotic drugs from the Orient 
into the United States. 

Singapore is considered to be a strategic post for narcotic drugs 
originating in the Yunnan Province of China and in Burma, Laos, 
and Thailand. After the agent has been stationed at Singapore for a 
period of 1 year we will then determine whether the results accom- 
plished warrant his further emplovment at that place and whether 
acditional agents should be stationed in that area. 
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In order to maintain a closer contact between the Bureau and em- 
pede in foreign countries, a new position of Assistant Deputy 
ommissioner of Customs has been established in the Division of 
Investigations. The occupant of this position will have the direct re- 
sponsibility for the effective operation of our foreign offices. 

He will make periodic inspections of all foreign offices and will 
obtain all possible information concerning their problems and sug- 
gestions for improving our overseas operations. 

There has also been some indication that the smuggling of cocaine 
is on the increase. This drug is obtained from South American coun- 
tries and smuggled into the United States largely by American 
seamen. 

On May 6, 1958, seizure of 3 pounds 9 ounces of 100-percent cocaine 
hydrochloride was made on the steamship Santa Maria at the port of 
New York. Investigation established that one Winston Massiah, a 
seaman on the Santa Maria, was the owner of the contraband. 

Customs agents compared a roll of 3-inch surgical tape found in 
Massiah’s locker with the surgical tape used to bind the packages of 
cocaine and found that the jagged tear on the exposed end of the tape 
matched that of the tape found on one of the packages of cocaine. 

On May 7, 1958, a complaint was filed charging Massiah with viola- 
tion of 21 U.S.C. 173 and 184. Massiah was arraigned and is now 
being held in lieu of $50,000 bail. 

Information has also been obtained indicating that Havana, Cuba, 
is a place of transshipment for cocaine moving between South Ameri- 
can countries and the United States. The Cuban national police have 
been cooperating with our Havana office in the suppression of this 
traffic and presently has a case under active investigation. 


SMUGGLING OF MARIHUANA 


Marihuana is a big volume contraband and is smuggled into the 
United States for the most part from Mexico. Numerous seizures of 
marihuana have been made by Customs during the past year, varying 
in amount to as much as 702 pounds. This largest seizure was made 
by Laredo and Chicago customs agents at Kenosha, Wis. 

It has been determined that marihuana smuggled into the United 
States is for the most part destined for Chicago and vicinity, where 
it is distributed to dealers throughout the country. In order to effect 
the arrest of important violators in the United States, our agents on 
the Mexican border have convoyed shipments to Chicago where, dur- 
ing the past year, with the assistance of customs agents at Chicago 
they have made 6 seizures totaling 423 pounds of marihuana and 
arrested 13 persons. 


REGISTRATION OF NARCOTIC VIOLATORS AND USERS 


The Narcotic Control Act of 1956 contains a provision which pro- 
vides that every American citizen who is a user of narcotics or who 
has been convicted of a narcotic or marihuana, offense for which a 
penalty of imprisonment of for more than 1 year is prescribed must 
register with customs on leaving the United States or returning 
thereto (sec. 1407, title 18, U.S.C.). 
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During the past fiscal year, Customs has arrested 219 narcotic vio- 
lators or users who failed to register either upon leaving or returning 
to the United States, 

That law is a very effective control. 


SMUGGLING OF WATCHES AND WATCH MOVEMENTS 


The illegal importation of watches and watch movements continues 
to be one of the major problems with which we are confronted. 

The investigations by customs agents of the operations of persons 
in the United States who are suspected of handling smuggled watches 
and movements have been thwarted to a phere wee extent by the re- 
fusal of these individuals to furnish information sought by our inves- 
tigators. To assist us in meeting this problem, the Swiss authorities 
have invoked the enforcement provisions of the trade agreement be- 
tween their country and ours of January 9, 1936, by canceling the 
special symbols allotted to the suspected American importers and 
which must appear on watches and movements before a Swiss export 
permit for their exportation will be granted. These cancellations, it 
is believed, will have a salient effect. 

Of the cases handled during the year, the most important one was 
made on June 26, 1958, when one Philip Applebaum was arrested by 
customs agents at the Los Angeles International Airport, and 6,700 
smuggled watch movements, valued at $66,093, were found in his pos- 
session and placed under seizure. 


SMUGGLING OF MERCHANDISE IN PASSENGERS’ BAGGAGE 


During the past 2 years customs officers have made several large 
seizures of undeclared merchandise found in passengers’ baggage, and 
have arrested the violators. The merchandise in each instance was in- 
tended for sale in commercial establishments, and subsequent investi- 
gations disclosed that previous similar violations had been committed 
by the same offenders. 

One case at New York, N.Y., involved the seizure of a large quan- 
tity of haberdashery that was intended for sale and valued at $41,000, 
and the arrest of oe implicated in the smuggling. The offenders 
had successfully carried on their illegal operations over a period of 
more than 214 years. 

In another case a shopowner of Miami Beach, Fla., was appre- 
hended at New York, N.Y., when she attempted to smuggle in her 
baggage straw bags, wool, rayon and silk wearing apparel, jewelry 
and other items valued at $6,773. The articles were seized and action 
is being taken looking to the prosecution of the violator. As this per- 
son had made business trips to Europe each year since 1948, investiga- 
tion is continuing to ascertain the full extent of her unlawful activ- 
ities. 

In view of these seizures, we are stepping up our enforcement. pro- 
cedures both on this side of the Atlantic and in large ports of Europe. 
As previously emphasized, the continued 100-percent examination of 
passengers’ baggage is one of these measures necessary for the detec- 
tion of this type of smuggler. 

To help our foreign representatives in carrying out this assignment, 
we have devised a procedure for expediting the payment of awards of 
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compensation under 19 U.S.C. 1619 to persons furnishing information 
leading to recoveries, and for tiding such persons over financially 
until their claims for awards are approved and paid. 


SMUGGLING OF ARMS, AMMUNITION, AND IMPLEMENTS OF WAR OUT OF THE UNITED 
STATES 


Extensive investigations were made during the past year of cases 
involving the attempted unlawful exportation of arms and other im- 
plements of war. ‘These investigations were conducted by customs 
agents with valuable assistance from large numbers of immigration 
patrol inspectors, agents of the FBI, agents of the Alcohol and Tax 
Division of the Internal Revenue Service, and Coast Guard personnel. 
The combined efforts of the group were responsible for 10 important 
seizures and the arrest of 97 persons. The value of the seized articles 
will total well over $1 million. 

The above seizures and arrests were made for the attempted illegal 
exportation of implements of war in violation of section 1934, title 22, 
United States Code, and the violation of section 960, title 18, United 
States Code (expedition against friendly nations). 

In view of the change of government in Cuba, it is anticipated that 
this type of illegal activity will quiet down, freeing our agents for 
other kinds of enforcement work. 


NEED FOR ADDITIONAL CUSTOMS AGENTS 


For many years there have been two major groups of enforcement 
personnel in customs. The investigative staff or criminal investi- 
gators (customs agents) has been a separate field administrative unit, 
reporting to the Commissioner through Mr. Emerick. This group has 
been complemented by the collectors’ enforcement officer staff (for- 
merly port patrol officers) with primary responsibility for guarding 
and searching ships. It is well known that customs enforcement (port 
patrol) officer staff has been cut more than two-thirds (68 percent) 
since 1946. At that time there were 1,646 officers compared with only 
526 now. Asa part of our intensive followup on the McKinsey & Co. 
report, a highly qualified task force recommended a nationwide force 
of nearly 1,200 officers; that is, of the customs enforcement type. 

Year after year the lack of funds has forced this staff down and 
down. We must strengthen our enforcement work. Our first al- 
ternative was to request funds with which to bring this staff up to 
the task force recommendations. However, we want to try a new ap- 
proach before doing so. 

Over the past few years, certain “undercover” work closely akin to 
investigative functions has been performed by the enforcement of- 
ficer group, usually under the direction of an officer who has not been 
trained in criminal investigation techniques. We believe that if this 
part of our investigative staff can be strengthened and given more 
highly trained direction, we will have a much more effective enforce- 
ment program. It has, therefore, been decided to gradually shift 
the responsibility for performing and supervising such undercover 
work to the Customs Agency Service. 

The Customs Agency Service is not large in numbers, but each man 
is thoroughly experienced and capable of handling any type of en- 
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forcement with which he is confronted. In competing with the crim- 
inal class there is no set pattern and we frequently change our tactics 
and strategy. It is recognized that numbers of people is not the 
answer, but it is our belief that small, well-organized plainclothes 
undercover groups of young agents operating under the direction of 
experienced agents will give added protection on our harbor fronts. 
For these groups and for the extension of our forces in foreign 
countries, we are requesting 30 additional positions of customs in- 
vestigators for 1960. 


AUDIT COLLECTION AND MERCHANDISE ACCOUNTS 


The comptrollers of customs are responsible for the administra- 
tion of this activity, the principal function of which is to serve as 
the internal audit organization of the Bureau of Customs. All fi- 
nancial and merchandise transactions carried on by collectors of cus- 
toms are audited by the staffs of the comptrollers of customs. Some of 
these audits consist of desk verification of collectors’ computations 
and dispositions of money and merchandise, and others are per- 
formed by traveling auditors who make on-the-spot checks of all types 
of transactions in the various collectors’ offices. 

The application of the Customs Simplification Act provisions re- 
lating to this operation has made it possible to modernize and make 
far more efficient and less expensive the operations of comptrollers of 
customs. Yet we believe that an even more efficient and effective audit 
control is being and will be effected by these officers than was possible 
in the past. Experience has shown that a small percentage of liquida- 
tions verified adequately protects the Government and the importers. 
Accordingly, the number of comptrollers’ liquidators has been 
greatly reduced during recent years. At the same time —_— stress 
as been laid upon on-the-site audit by personnel specially trained in 
this work. The result is a smaller, more mobile audit staff. 

It is in the on-site audit area that some strengthening of the staff 
is required. The reports of the General Accounting Office have urged 
that the “depth” and frequency of the audits made by our New Or- 
leans comptroller’s office be increased. To meet this criterion, two ad- 
ditional auditors are needed. We also need one additional man to 
work out of Chicago. Accordingly, funds for three new trainee audi- 
tor positions are requested. 


ANALYSIS AND IDENTIFICATION OF MERCHANDISE FOR TARIFF PURPOSES 


The necessity for chemical analyses of imported merchandise is in- 
creasing steadily as more and more new products and combinations 
of old products are being received. The plastics industry has devel- 
oped a whole new group of commodities, many of extremely complex 
nature. In many instances competing rates of duty require separa- 
tions so fine as to require analysis in every instance. Here, again, the 
overall increase in imported merchandise the customs laboratories 
must meet is reflected in a 10 percent increase in the workload. We 
have nine laboratories now and they are very busy. 

Despite the increased productivity of our laboratories, there are 
still xs may, Paonia when an appraiser does not ask for a chemical 
analysis because of the potential delays involved. It is apparent, 
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also, that as the volume and, more especially, the complexity of im- 
ported merchandise continues to increase, the demand for more and 
more laboratory work will go up likewise. Therefore, to provide ade- 
quate technical and subsidiary personnel in the customs laboratories 
in 1960, six additional chemists and six supporting positions are re- 
quested. 


EXECUTIVE DIRECTIONS 


The Washineton headquarters of this bureau is a small, compact, 
and hard-hitting staff which is administrative, and has policy deter- 
mination and procedure establishing as its major functions. 

For our work here in Washington we need 11 new positions; 5 of 
these are attorneys; 2 are for drawback work resulting from recent 
legislation which permits the unlimited substitution of domestic ma- 
terials for imported materials in the claiming of drawback. 

The remaining three are urgently required to meet increased work- 
load throughout our legal divisions. 

Two liaison officers, one personnel officer and three clerk-stenogra- 
phers complete our request. In no organization for which I have 
worked has there been a better or more effective procedural and op- 
erations group than our liaison officers. 

The savings which result from their work each year are many times 
their salaries. And, in addition, they work constantly towards keep- 
ing customs operations as uniform as possible throughout the country. 

In ending this statement I would like to pay tribute to the excep- 
tionally fine group with whom I am associated in customs. They are 
dedicated to their work, have the confidence of the public, and most 
successfully occupy a position of counselor and adviser to the travel- 
ing and importing public. 

Mr. Chairman, that completes my forma] statement and T shall be 
glad to discuss any or all parts of our estimate to whatever extent 
you wish. 

Mr. Gary. Thank you, Mr. Kelly. That isa very comprehensive and 
informative statement. 


INCREASE IN COLLECTIONS 


Do you contemplate any increase in customs duties as a result if the 
increases which vou reauest are granted ? 

Mr. Ketiy. There will be some increase. 

Mr. Gary. Customs collections is what I mean. 

Mr. Ketuy. There will be some increase in customs collections and 
better protection to the manufacturers of this country due to the fact 
that we will be able to do our job better with the increased number 
of employees, and will not have to slight some things. 

Mr. Gary. Would there be any increased collections by reason of 
the fact that you would handle more cases and, therefore, collect 
more money ? 

Mr. Krtry. I think that there would be an increase, and we would 
do a better job for not only the imnorters. but. also as a protection 
measure to the manufacturers in the United States. 

Mr. Gary. When the Internal Revenue Service comes in and asks 
for an increase in the number of agents, they usually promise us an 
increase of about $25 or $30 in-revenue for every dollar we appropriate. 
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I am just wondering if you can offer us any bonus of that kind. 

Mr. Ketiy. They have a somewhat different job than we have, in 
that we have to look at all the merchandise coming into this country 
and they have to go out and see the people to see if they make returns 
and make a sufficient return. We will give the merchandise a better 
look, a more complete and proper examination if we have the addi- 
tional people we request. 


MAIL EXAMINATIONS 


Mr. Gary. As I understand, you have been making a very inade- 
quate examination of foreign mail because of lack of ie Did you 
not estimate that by increasing that number you could increase the 
collections ? 

Mr. Ketiy. Well, the facts show that we have an increase of about 
16 or 17 percent in our revenue from mail, and we have also been 
getting a declining and a less value per package, which indicates that 
we are now approaching the so-called point of diminishing returns in 
our examination. 

We are giving far better protection to the business people of the 
United States, by having a better look at those packages which are 
coming in. 

Mr. Gary. Then you think the effect of increasing your personnel 
will be largely increased efficiency rather than increased collections; 
is that correct ? 

Mr. Ketuy. By increasing the personnel we will get a better look, 
and we will provide a better inspection of the goods that are coming 
in. We will give a better classification of those goods. The revenue 
will go up due to that better look, and the tariff law will be enforced 
to a greater extent. There will be a greater protection provided for 
the people manufacturing within the United States. In other words, 
we will do our job better. 

Mr. Gary. That is what I say. You will have greater efficiency 
rather than increased collections. 


STATUS OF LIQUIDATION 


On the item of liquidation, that is the process which determines 
what duties a man shall pay on his merchandise, it is not? 

Mr. Key. Liquidation is the finalizing of the transaction by 
which he imports his goods. 

Mr. Gary. And you are 7 months behind on that now? 

Mr. Keitxiy. We are 7 months behind in New York City, which is 
our largest port. We are around 2 to 4 months behind in the rest 
of the country. But you must remember that 40 percent of our 
imports come in through the port of New York, and at the very worst 
we are now 7 months behind. 

We are slipping behind a little more every year. That is the reason 
we are asking for these 25 more liquidators, so that we do not get so 
ad behind as to penalize importers by slowness of ascertaining their 

nal duty. 

Mr. Saxe. To what extent do you think you can reduce that back- 
log if this additional personnel is granted by the Congress ? 
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Mr. Kerry. Our figures show that by the middle of the next fiscal 
year we will balance off our liquidations with incoming entries. From 
that point on we will reduce our backlog. he . 

It is our plan now to ask for about 15 more liquidators commencing 
the beginning of the next fiscal year on the premise that you cannot 
train too many at one time. Then, with the addition of the 25 which 
we have asked for this year, and the 15 for next year, within a year 
thereafter we will be down to 3 to 4 months for the worst cases. 

You must remember that this 7 months is the worst case. We do far 
better than that for the average case. But the very worst ones are the 
7 months, which we cited in this report. 

Mr. Gary. Do you think you would have any difficulty in recruiting 
the number of personnel you are requesting ? 

Mr. Ketiy. No. We never have any trouble recruiting people. It 
takes a certain time to train them, and it would take about 4 to 5 
months to train them to be efficient. That is the reason it takes us 
6 months to arrive at a balance point. 


EXAMINATION OF FOREIGN MAIL 


Mr. Gary. You stated in connection with your examination of for- 
eign mail that during the recent Christmas rush at no time were you 
behind more than 2 days. But I believe you stated that you had been 
behind 8 to 10 days, did you not ? 

Mr. Ketxy. I don’t remember, Mr. Chairman. In previous years 
we were behind as many as 20 days at Christmastime. 

Mr. Gary. Does that mean it took people 20 days to get their mail? 

Mr. Ketriy. We had to put in all sorts of overtime and things like 
that, and we still had a 20-day backlog in the mail. 

Mr. Cuarrman. People sending mail had to wait 20 days before 
they got it? 

Mr. Ketiy. Yes. Most of this is commercial mail for the stores 
and that type. But now we are no more than 2 days behind. This 
facility has been so successful that some afternoons they are waiting 
for work to come in. That is why we propose to do more and more 
examination of bags of mail coming in New York Harbor destined for 
other cities. 

CUBAN SITUATION 


Mr. Gary. You stated that you have had very great trouble with 
the smuggling of arms and ammunition. Was that not due largely 
to the Cuban situation ? 

Mr. Ketty. I would like to go off the record here before I make an 
official answer. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Gary. Back on the record. 

Mr. Ketty. The answer to the question you asked, Mr. Chairman, 
is “Yes,” up to the present time. But both Mr. Strubinger and I 
spent some time last week in the Miami area. We find that there is 
still a lot of unrest in the Caribbean, and do not see that there will be 
a cessation of the illegal arms exportations. So we are keeping all of 
our forces on the alert. We will probably make many seizures during 
this next fiscal year. 
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Mr. Gary. Thus far, have you had any negotiations with the new 
government in Cuba concerning the narcotics situation ? 

Mr. Ketry. No. They have been so taken up with their own 
internal affairs that we have not yet been approached relative to our 
particular phase of the enforcement activity. We are continuing to 
maintain an office in the U.S. Embassy, at ie present time solely for 
information to tourists. However, when things do settle down we 
propose to contact the U.S. Ambassador at Havana and tell him our 
plans for locating probably two agents in that area to provide infor- 
mation to us on narcotics and the other illegal activities. 


NARCOTIC SMUGGLING 


Mr. Gary. What is the main narcotic handled through Cuba? 

Mr. Ketty. It is cocaine. Marijuana usually comes from Mexico. 
It is mostly cocaine in that area. It has not been too great as of the 
moment. But it is a possible haven for illegal activity, and such a 
profitable illegal activity, as narcotics. 

As stated in the report, we have recently had shipments from South 
America of cocaine. We exert a constant vigilance in every area of 
our activity. There is no place on which you can turn your back and 
say, “We don’t have that problem any more.” 

You will note that there are 44,000 addicts now as compared to 
60,000 2 or 3 years ago. So progress is being made. 

Mr. Gary. We had a very encouraging report on the narcotics situ- 
ation from Dr. Anslinger, the head of the Narcotics Division. He 
attributes a larger portion of the improvement to the heavy penalties 
which are being meted out under new laws that have been adopted in 
most of the States. But, also, he states that very great progress has 
been made in drying up the foreign sources. It would be unfortunate 
if, because of a change of government, we have a new source to open 
up so close to our southern borders. 

Mr. Ketuy. Both Mr. Strubinger and I were in the Far East, and 
our main purpose there was to see firsthand the narcotic activities. 
We are very much encouraged in the kind of people we have there, 
and in our efforts to obtain information and to work with the local 
governments. We propose to strengthen that force steadily and 
gradually in a sound way. 


ENFORCEMENT FOR OTHER AGENCIES AND REIMBURSEMENTS 


Mr. Gary. Is the Bureau of Customs or the Treasury Department 
consulted in the establishment or revision of regulations which it 
enforces for other agencies ? 

Mr. Ketty. I would say yes, because we do a tremendous amount 
of enforcement for other agencies. Naturally, if you ask somebody to 
do something for you, they consult you as to the modus operandi of 
doing it, and very usually we get together and modify their plans 
slirhtly so that it is easier for us to enforce. 

Mr. Gary. To what extent, if any, are you reimbursed for the cost 
of the work that you do for other agencies? 

Mr. Ketty. The only departments that reimburse us are the Com- 
merce Department on export control, and the Department of Agri- 
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culture. But in the main we do a tremendous lot of work for other 
agencies without any reimbursement. 

Mr. Gary. What is the amount of the reimbursement of those two 
agencies ? 

Mr. Gatcueuv. For the fiscal year 1959, the Department of Agri- 
culture will reimburse us to the extent of $1,086,000, and the Depart- 
ment of Commerce, Bureau of Foreign Commerce, to the extent of 
$1,046,000. 

Mr. Gary. Just what services do you render the Department of 
Agriculture ? 

r. Ketry. At the request of the Department of Agriculture, we 
reverted to 100 percent baggage examination and strengthened our 
mail examination. This is to keep out plant and animal pests and 
diseases. When we make a 100 percent examination in New York, if 
the traveler has any plant products or fruit products, our man shouts, 
“P.Q.” Then he takes out the oranges or whatever the product. is, 
and then the Department of Agriculture man comes and looks it over 
and decides whether it is admissible or not. 

Usually it is not admissible. On my last trip in I saw some chest- 
nuts on the pier. They had the longest white worms in them T ever 
saw. A passenger brought these chestnuts in his baggage and these 
worms incubated. They were about three-eighths of an inch long. 
Of course, Agriculture condemned the chestnuts immediately. They 
are mostly from people in the third-class who bring over their own 
foods or bring gifts of food to their relatives and friends. 

T saw in one packing case about 20 half-rotted tomatoes that some- 
body brought over. So practically on every ship, particularly from 
the Mediterranean, we make a large number of seizures of food prod- 
ucts, which the Department of Agriculture condemns. 

Mr. Gary. Do they not condemn meat, also? 

Mr. Ketriy. Some meat, but you can be sure that thev give a very 
careful examination for prohibited food products. We work very 
closely with the Department of Agriculture people. 

Mr. Gary. In advancements in your interrovernmental funds. ad- 
vancements and reimbursements, program of financing, as contained 
in the committee bill, it shows advances and reimbursements from other 
accounts, the 1960 estimate, $2,385,000, and from non-Federal sources, 
$7.707.000. What are those items ? 

Mr. Gartcueti. On the “Other accounts,” the two largest, are, as 
T indicated, from the Department of Commerce and the Department 
of Agriculture. The balance is reimbursable overtime paid by various 
Government agencies which operate steamships or other vehicles in 
much the same fashion as a private organization, particularly the 
Military Sea Transport Service and the Military Air Transport 
Service. 

The nongovernmental portion of it is almost entirely reimbursable 
overtime for services provided at night and on Sundays, and holidays, 
by parties in interest whenever a custom service is performed outside 
of regular hours of duty. 

Mr. Gary. The situation there is that if you use the customs agents 
during what might be called off hours, you have to pay them overtime ? 

Mr. Garcrett. That is correct, under the act of February 13, 1911, 
as amended. 

















405 


Mr. Gary. You pay the overtime and then you are reimbursed by 
the particular company for whose benefit the services are rendered ‘ 
Mr. Gatcuety. That is exactly so, sir. 


PORTS OF ENTRY 


Mr. Gary. What determines the number of ports of entry, Mr. Com- 
missioner ¢ 

Mr. Ketuy. There are three, you might say, types of ports of en- 
try: Airports, border ports, and seaports. The number of ports of 
entry on the border is determined by the traffic. We have a rule of 
thumb that it shouldn’t cost more than $5 to service a car coming across 
the border. We use that as a guide in establishing new border ports. 
You understand we are constantly requested to open up ports along 
the border. We use that asa rule of thumb to guide us as to whether a 
new port is needed. 

As the years go on, we will have to provide more and more ports 
along the border, as traffic increases. The seaports have been pretty 
well established over the years. For instance, Port Everglades has 
been a port for a long time, and we collect about $5 million there. 
It is rare when a new port opens up with a sufficiently large channel 
so that a ship can come in that demands-our services. There is very 
little call for new seaports. 

On the other hand, airports are opening all the time, and flights 
are coming in directly to internal ports due to the jet airplanes and 
the distance they travel. So we anticipate that with over-the-pole 
flights, similar long-distance flights from other countries we may 
have to establish ports of entry for airports in many places in the 
United States where we do not have them, due to the fact that these 
planes will come in and it will be our obligation to service them. 

Mr. Gary. At that rate, you are liable in time to have a port of entry 
at every airport in the United States, are you not? 

Mr. Ketiy. Except that there is a minimum volume requirement. 
If we acceded to every request, we would have 100 more ports of entry 
on the Canadian border... But we do have this rule of thumb that we 
require so much traffic before we will consider a port of entry. 

Mr. Gary. You could regulate that to some extent, could you not, 
by the Congress prescribing that planes coming into the United States 
would have to land at certain airports? 

Mr. Ketxy. Yes; it could be done that way. However, we are not 

under any great difficulty as of yet in servicing airplanes. If an air- 
plane came in direct to Dallas, we have people in Dallas. The fre- 
quency of these flights is not too great. e customs people who are 
in downtown Dallas, handling the ordinary commercial business, can 
readily go to the airport to take care of this particular plant. So as 
of the moment we are not in any distress due to the planes coming 
farther and farther inland. 
_ Mr. Gary. What I am thinking about now is that the Congress 
1s considering at this session an airfeld construction program whereby 
they will contribute probably 50 percent of the funds for new airfield 
construction in the United States. 

There will unquestionably be a number of new airfields, if that 
program is —— Does that mean you are going to have to es- 
tablish a port of entry at every one of those airports? 
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Mr. Keuty. Yes, if they plan to fly directly from abroad into that 
area. 

Mr. Gary. That is what I mean. Is there any law now whereby the 
entry of a foreign airplane into those airports may be regulated? 

Mr. Strusincer. Yes, there is. 

May I interject something, Mr. Kelly ? 

Mr. Ketty. Yes. 

Mr. Strustncer. At the present time, no airplane can come in even 
to a port of entry without permission from us. That is under regu- 
lation and law. At international airports, planes may come in with- 
out permission. But at a port of entry they must first get landing 
rights, so there is absolute control over it. There is no danger, as 
an example, of an airplane, a foreign airplane, coming into Charles- 
ton, W. Va., because we have no port of entry there. We could, even 
if you built an airfield there large enough to take jets, international 
aircraft could not come in there without first getting permission from 
us. So we have absolute control over it. 

Mr. Gary. You did contemplate consolidating some ports here not 
long, ago, I believe, and then you abandoned the idea; is that cor- 
rect ? 

Mr. Ketiy. That was a year ago; yes. 

Mr. Contr. Mr. Chairman, would you yield for a moment on that 
question ? 

Mr. Gary. Yes. 

PROCESSING OF BOSTON MAIL 


Mr. Contre. Are you not doing away with our custom office in Bos- 
ton, Mass. ? 

Mr. Ketiy. Mr. Congressman, we are not doing away with the Bos- 
ton office. It is a very large and very active office. If we make any 
small change—we know that they are active because we have a very 
great blast from that area. At the present moment we have arranged 
to process the Boston mail coming into the port of New York at our 
very modern facility in New York, and then sending it directly from 
there to various parts of New England, rather than sending it to 
Boston to be processed. That went into effect this morning. That 
will give us an improved look at the merchandise, due to the greater 
number of examiners we have in New York. 

In most cases, importers will get their mail a little bit quicker. 
In Boston, it will probably be the same time. That has caused quite 
a bit of comment, a it is a measure of efficiency. The Government 
will save about $25,000 a year by doing that, and we will give the sama 
or improved services to the merchants of New England. 

About half of the Boston mail coming into New York will go to 
Boston to be processed. The registered mail, and several other types 
of specialized mail will go directly to Boston to be processed there. 
But the bulk of the mail will be processed in New York in their very 
modern facility, with a greater saving to the Government and with 
no loss of service to the importer. 

Mr. Gary. Does the post office perform any part of the mail-exam- 
ination function ? 

Mr. Ketrty. No. They assist us, but we examine all the mail. That 
is our function, as customs, to examine all the mail coming in, or that 
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portion which we elect to examine. The post office does not do any 
function for us, other than servicing us, and we service them. 


RELATIONSHIPS OF BUREAU OF CUSTOMS AND U.S. COAST GUARD 


Mr. Gary. How are the Bureau of Customs and Coast Guard re- 
sponsibilities and functions related with respect to the regulation of 
vessels in the coastal and fishing trade ? 

Mr. Ketxiy. Mr. Strubinger, would you respond to that? 

Mr. Strusrincer. Our responsibility has to do with documentation, 
entrance, and clearance. Coast Guard has the inspection function, 
such as safety, fire, and that sort of thing; the passenger-carrying 
capacity; whether or not there is sufficient protection for passengers 
aboard. 

PORT SECURITY PROGRAM 


Mr. Gary. How is the port security program progressing now? 

Mr. Srrusincer. It is going along very well. We assist each other 
in making security searches. We are responsible primarily for getting 
the on. gh dee together. At some-ports the Coast Guard is 
carrying the major portion and at others we are carrying the major 
portion. It depends a lot upon the number of people we have avail- 
able and the number they have available. 

I can say this, that it is very seldom that a category vessel is not 
thoroughly searched. 


UNIFORMS FOR INSPECTORS 


Mr. Gary. Why do you ask for $10 worth of badges and insignia 
per inspector, Mr. Commissioner ? 

Mr. Keiy. We grant the employee $100 a year for uniforms. For 
instance, we are now looking toward providing a shoulder patch, an 
attractive looking patch, with “U.S. Customs.” The first lot of those 
= a give the inspector, one for each uniform. After that he will 

uy them. 
fr. Srrusrncer. The badge is bought by us and is Government 
property. It is always returned, 

Mr. Garcueti. The badge and the cap insignia. Those remain Gov- 
ernment property. 

Mr. Gary. You have 66 inspectors, and that is $660. 

Mr. Ketiy. That is right, 

Mr. Srrupinaer. At $10 apiece that would cover the badges, the 
cap insignia, and the insignia buttons. They are issued to.an inspector 
to wear on his uniform. If he leaves the service, they are returned to 
the Government. That money is for additional badges, insignia, and 
buttons, and it costs approximately $10 per person. 


PURCHASE OF EQUIPMENT 


Mr. Gary. Are the desks, chairs, calculators, and so forth of ac- 
ceptable quality available from GSA or other Government agencies 
at less cost than you are asking for ? 

Mr, GatcHey. These will be acquired by purchase from the GSA 
general stores stock. They are the approximate prices, which we 
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rounded out, of course; what these articles would cost when purchased 
directly through GSA. 

Mr. Gary. They do not have any surplus on these things? 

Mr. GatcHeti. They do not, sir. We keep very close track of avail- 
able surplus material and make every possible use we can of it. 


PERSONNEL IN FOREIGN COUNTRIES 


Mr. Gary. How many Treasury attaches and representatives are 
stationed in foreign countries, and I wonder if you could give us the 
list of the countries and the number of persons stationed there, 

Mr. Ketriy. We have a list: here. There are 23 agents outside of the 
United States, 19 clerical, for a total of 42. They are distributed as in 
accordance with this list which we have just handed to you. 

Mr. Gary. We will insert the list in the record at this point. 

(The list referred to is as follows:) 


TREASURY DEPARTMENT—BvUREAU OF CUSTOMS 


Investigative-and enforcement personnel outside United States, Dec. 31, 1958 
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COST OF UNDERCOVER WORK 


Mr. Gary. If the proposed shift of responsibility for undercover 
work of the customs agency service is fully implemented, what will 
the annual cost be? 

Mr. Ketiy. We are asking for 30 new men who will be junior 
agents. The old port patrol has been reduced to a lower than safe 
number. As I said in my statement, we had in mind asking to have 
that increased to a safe number, but we believe that these junior 
agents will be far more effective in protective work in the hot ports, 
in the ports like Los Angeles and New York, in undercover work. 

If, as a result of 1 year’s operation, we find that we will need more 
of them, we will ask you for them. This isa trial deal at about three 
different ports for these 30 junior agents doing undercover work. If 
they are effective to the extent that some people think they will be, 
we will be after more men to build that force up. 

It is our belief that these men will be more effective working with 
our agents than they will be working under the collectors. Under 
the collectors, if a man showed any great ability, he immediately 
wanted to become an inspector, and we lost him for enforcement 
work. Under the new plan, working under the agency, these men 
will be steered toward senior agents, and will be useful for the rest 


of their lives as customs agents. We will propose to pick for these 


jobs material who will be suitable for senior customs agents. 
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HEADQUARTERS STAFF 


Mr. Gary. Should not good management result in a decreasing 
proportion of problems in the field being referred to headquarters? 

Mr. Ketiy. We operate a very small staff at headquarters, and we 
delegate responsibility continuously to the field for them to handle. 
I do not know of any show with 8,200 people that has as small a 
headquarters group as Customs. It is our whole philosophy to dele- 
gate to the field those routine and more than routine functions that, 
in other departments, are handled at headquarters. 

We have approximately 250 in headquarters in a force of 8,200. 


PUBLICATION OF “CUSTOMS TODAY” MAGAZINE 


Mr. Gary. How is your employees’ magazine “Customs Today” 
financed ? 

Mr. Ketty. It is from our own appropriation. That was covered 
last year. It costs about $8,000 a year, and we send out 1,500 copies 
to our own people and a few to other people. But it is a very low-cost 
operation and a very effective operation in boosting morale and in 
informing our own customs people. We purposely keep out of it any 
partisan or propoganda material, but keep it as a direct Customs pub- 
lication reporting activities, seizures, and other interesting items, to 
inform our people. 

Mr. Gary. What item of the budget is the paper contained in? 

Mr. Srrusrncer. In executive direction. 

Mr. Ketiry. This magazine has become more and more effective in 
educating our people. We keep all propaganda out of it, all messages, 
and all gossipy stuff. It is really very interesting in connection with 
our work, and it has a great educational value. 


COMPLAINTS DUE TO BACKLOGS 


Mr. Gary. Have you had many complaints recently from the ship- 
pers because of delays that have accumulated as a result of your 
workload ? 

Mr. Ketry. I haven’t noticed any for several months. We are con- 
tinually —- to speed up our inspection processes. In fact we 
just had a task force on the piers in New York to make suggestions in 
the area of doing a better job and quicker job and still giving full 
protection to the customs revenue. — 

_Mr. Gary. Did you not tell me that you have a backlog on liquida- 
tions, and backlogs in other activities? Have you had any complaints 
from the shippers because of those backlogs ? 

Mr. Ketiy. Strange to say, we haven’t had any particular one, but 
we feel that we are getting into the area where they will come in. We 
know once that gate is broken, that we are going to be flooded with 
complaints. As of the moment, they know that we are doing the best 
we can and are doing a good, sound job. 

Their confidence in us is such that they have not started making 
complaints. But once that fence is broken we are going to be swamped 


with complaints. We are approaching dangerously near that area 
now, 
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VOLUME OF OPERATIONS IN PORT-OF NEW YORK 


Mr. Canrietp. Mr. Commissioner, what per centum of the customs 
workload applies to the port of New York ? 

Mr. Ke ty. It still stays at that figure we have given in previous 
years, Congressman, of 40 percent. That still seems to be a pre- 
vailing ratio. New York is growing and the other ports are also 
growing. I hav” here figures on the port of Los Angeles, which is 
probably the fastest growing port. In that port, entries went up 46 
percent last year and their collections went up 18 percent. But in 
the main, New York keeps pace with the percentages of other areas. 

Mr. Canrretp. Because of some of the complications, some of the 
handicaps, you are experiencing in the New York port area, I have 
asked the chairman of this committee to consider the sending of the 
committee to the port for scrutiny of the situation there. When 
Secretary Anderson was~before us the other day, [-mentioned that, 
_ he said that he thought it would be very fruitful and very pro- 

uctive. 

Do you have that feeling, too, that it would be well for us to go up 
there and review some of the problems such as you have touched on 
in your presentation today ? 

fr. Kerry. We are delighted to have this committee go to New 
York. It has been some time since you have been there. Our rela- 
tions with this committee—I can’t put it in words—have been very 
forthright and straightforward. We welcome you going to New 
York and seeing our problems firsthand. 

As I say, nothing would please us more than having this committee, 
“pereingd with several of the members that are new to customs work, 

aving a firsthand look at that great port of New York and our many 
problems there. 

Mr. Canrtevp. I hope that we will do so before we complete action 
on this bill. 


MAIL AND BAGGAGE EXAMINATIONS 


You tell us today that you have a 100 percent examination of bag- 
gage, and that has resulted in a 500 percent increase in interception 
of prohibited plant and animal materials and that the Department of 
Agriculture is very well satisfied with this result. What currently 
is the percent of examination as to packages? 

Mx. Kexiy. Do:you mean by mail? 

Mr. CanFretp. By mail; that is right. 

Mr. Ketty. It is about 4.9 percent, as given on one of these charts. 
That is 4.9 percent of all mail that comes in. But it is about 60 per- 
cent of all mail which has any aspect of being dutiable. You see, 
there are a lot of packages that you can just throw out. But of those 
where it looks like there is duty involved, it is about 60 percent. We 
give that type of mail a very close scrutiny which is not reflected in 
the 4.9 percent of all of the mail. 

Mr. Canrrevp. That mail can conceivably hold heroin, jewelry, and 
other smuggled articles? 

Mr. Ketty. Yes. 

Mr. Canrtetp. If your 100 percent examination of baggage de- 
velops a 500 percent increase in interception of prohibited plant and 
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animal materials, do you feel that an increased examination of these 
parcels and letters would result in a marked increase in production 
for customs? 

Mr. Keutiy. Congressman, I think we are approaching the point of 
so-called diminishing returns in looking at the mail. As you have seen 
personally in your observation of the post office, a lot of these mail 
packages are gifts-of-the-month, things which are very obviously non- 
dutiable and noncontraband. I think we give a very good look at 
anything that has the appearance of being contraband or dutiable. 


COLLECTIONS 


Mr. Canrievp. Last year when we got together around the table in 
this way I said among other things this statement : 

“We have discussed, Commissioner Kelly, this point of no return 
regarding customs ‘cdllection;-and: I-feel after your testimony today, 
which is repetitive, you have said it before, that you are not prepared 
to say that we have reached that point. Currently you are spending 
$4.18 for every $100 in collections. I assume that if you were re- 
quired to ask for some additional funds that you would make some 
additional return in collections. In other words, for every $1 ex- 
pended there would be more than $1 returned.” 

Your answer was: “You are correct, Mr. Canfield.” 

Do you maintain that that situation has changed in any great degree 
from last year ? 

Mr. Ketty. No. We are giving a better examination than we did 
last year. Next year I will be able to-report. that we are doing even 
better, because we are opening - more modern facilities in Los An- 
geles and Chicago, and three or four other places, where we will have 
belts and give the mail a closer scrutiny than we do now. I will be 
able to report next year, I believe—I am sure—a closer examination 
and probably a lower return per p sagen But still higher than that 
so-called point of no return. I do not anticipate we will ever be able 
to tell you that we give a completely 100 percent examination of mail, 
but we are improving every year. 


PORT OF BOSTON, MASS. 


Mr. Canrtetp. Mr. Commissioner, our colleague, Mr. Conte, re- 
ferred to the current situation in Boston. This issue of the Boston 
Traveler has been directed to my office. Itis dated December 30, 1958, 
and it has a page 1 story captioned “Port Unguarded For 48 Hours.” 

In blackface, the first paragraph reads, “The port of Boston was 
wide open to possible smuggling during a 48-hour period beginning 
Christmas Eve, a traveler learned today.” 

Further on in the story I read, “The Washington directive ordering 
the curtailment was blamed on budget problems. A customs official 
in Boston said retaining control during the Christmas 2-day period 
would have involved paying double time in wages.” The Majority 
Leader of the House, Representative McCormack, is quoted as being 
“horrified and amazed.” 

He stated that he would conduct his own probe of the curtailment. 
He held that this was an example of false economy. 
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Would you comment on this newspaper story ? 

Mr. Ketry. I will be very glad to. We at the present moment are 
slightly overextended in money; that is, we found we were spending 
money a little bit faster than we had it. Being good business man- 
agers, we found several ways to curtail the spending. We are now on 
the road to being solvent again. 

One of the ways we determined to save money was to cut out the 
port patrol at several of the seaboard cities on Christmas Day. We 
went over the records of the past several years and found that we 
had not made any seizures on Christmas Day in any of these places. 
So we determined that for two reasons, one for economy and two, to 
give the people a Christmas off, we did away with the patrol in several 
cities. 

I said previous years demonstrated there was no activity on the ports 
nor was there ever any seizure at the ports. The next day we did have 
people on the piers because we were processing ships. So we did have 
protection on the next day, on the day after Christmas. We don’t 
feel that we did not fulfill our obligations. We did save that over- 
time as against our budget, and we did give these people Christmas 
Day off which, to us, is very important. 

Mr. Canrietp. As I understand it, you were short of funds, and 
this was one way of meeting it? 

Mr. Ketiy. We felt it was an unnecessary expenditure of funds, 
based on the record of previous years, and we felt that we should give 
these people Christmas Day off, if we possibly could. 

Mr. Canrrexp. With reference to the statement in the newspaper 
that the port was wide open to possible illegalities, smuggling, and so 
forth, do you think your action was an unnecessary calculated risk? 

Mr. Ketry. The records of previous years show there were no rec- 
ords of smuggling or seizures on that day. Next year we cannot leave 
those ports unguarded, because the criminal elements would say, 
“Well, boys, the ports are unguarded.” So we will have to keep people 
on duty at the ports. 

ENFORCEMENT WORK 


Mr. Canrretp. Along that line, what is there to this statement, Mr. 
Commissioner, or this charge, that in the New York port area the 
patrol force has been so reduced in numbers that at times there is not 
a single port patrolman to guard the over 700 miles of waterfront in 
the port of New York? 

Mr. Ketiy. We have reduced the port patrol lower than we 
wanted. The number of seizures in New York is not very great 
compared to the number of people on enforcement work. By the plan 
which we proposed today, of having 30 additional plainclothes peo- 
ple, we expect to improve our coverage. Most of these people will 
be attached to the New York area. Then we will see how effective 
they are in making seizures on these piers which lately are not com- 
pletely guarded. 

We are in an exploratory stage of this enforcement work. If this 
group is successful in detecting crime, we will ask for more people 
and we will build from there. But we feel that we have reached a 
turning point, and that this is the first step to more adequate en- 
forcement on the piers. 
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We do not believe that the so-called port patrol, the old one, is ef- 
fective, nor do the seizures indicate that it is an effective means of 
enforcement. 

Mr. Canrigetp. This, then, is notice to racketeering and the thiev- 
ing element that there is going to be new emphasis placed on that 
type of protection ? 

Mr. Ketiy. And a more effective emphasis than at present. 


NARCOTICS SITUATION 


Mr. CanrieLp. Commissioner Kelly, is there still a committee in the 
executive branch periodically reappraising the narcotics situation ? 

Mr. Kexiy. Mr. Emerick, could you answer that? That would be 
in your bailiwick. 

Mr. Emerick. Mr. Canfield, there was a meeting called recently. 

I believe, Mr. Kelly, that you were in attendance. It was chaired 
by Mr. Kendall and dealt with the subject of narcotics and narcotic 
conditions generally. 

It was there reported that the narcotic situation had improved 
during recent years, and, as Mr. Anslinger reported to this committee, 
addiction had decreased to an extent now where there are 45,000 
addicts in the United States. In fact, some 20 years ago the number 
was 200,000, with fewer in population. The overall picture has im- 
proved, as has been reported here in the committee previously. The 
quantity of narcotics seized by customs during the past year increased. 
considerably. This was largely due to our seizures in marijuana. 
The seizures of other types of narcotics drugs have been substantial, 
but have not indicated that they had increased during the past several 
years. We made a seizure on New Year’s Day at Longview, Wash., 
of a pound and a half of narcotics drugs. That was made from a 
Chinaman coming ashore from a freight vessel at that port. On the 
narcotics situation, generally, the overall picture, the information 
that I have obtained, indicates that the problem is not worsening, 

Mr. Canrrecp. You may recall that when Mr. Rose was Assistant 
Secretary, he set up a committee. I think serving on that committee 
— representatives of your agency, Narcotics, and the Department 
of Justice. 

Mr. Emerick. That is right. 

Mr. Canrieip. And which committee was supposed periodically to 
meet and reassess the problem and determine ways to meet it. 

Mr. Ketiy. We had a meeting of this committee within the last 2 
weeks. We reviewed the entire situation. Mr. Anslinger reported on 
the reduction in narcotics addiction cases in the United States, and the 
fact that a few of his offices have been reduced to skeleton size because 
there were not enough cases to keep them busy. I, in turn, reported on 
Our operations overseas. The thing that was emphasized in this meet- 
ing was the effectiveness of the law making it mandatory to give a 
violator 5 years for the first offense. The meeting did bring out that 
we are on the road to better enforcement than ever before in the arrest 
of addicts and narcotics smugglers. Our combined efforts have re- 
duced them from 60,000, 2 or 3 years ago, to 45,000. So we are making 
veal progress. But there is still a lot to be done. 
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Mr. CanFieLp. Commissioner, I would like to feel, and I am sure 

this committee would like to feel, that there is a very close working 

relationship between the Bureau of Customs and the Bureau of Nar- 

cotics in attacking this overall problem. I think that meetings now 

and then of this committee are wholesome and good. What would 
ou say about the close relationship existing between the Bureau of 
arcotics and the Bureau of Customs? 

Mr. Keiiy. We have a very good relationship, not only with nar- 
eotics but other forces. For instance, on one of these seizures we re- 

orted in Florida, we only had two men who were Customs employees 
in that activity, and I think there were about 20 Federal agents in 
the group. We recruited people, from all the other enforcement agen- 
cies, to make this seizure. On the other hand I know that in Penn- 
sylvania, where addiction has gone down very materially due to in- 
creased enforcement, the narcotics supervising agent recruits our peo- 
ple. So whenever there is a case, and Federal agents are gathered to 
make a team, the place where the situation exists determines the 
leader. If it is in Pennsylvania, the leader is narcotics. If it is one 
of these cases where we convoy the contraband from the border to an 
inland port it isourman. That is when we want to get the principals. 
We do work very well together. 

Mr. Emerick. Mr. Canfield, I am in almost daily contact and some- 
times more frequently than that with the Bureau of Narcotics officials 
here in Washington on narcotic smuggling matters. 

Mr. CanFretp. Along that line, Dr. Anslinger told us in his appear- 
ance last week that representatives of the new Government in Cuba 
seemingly are anxious to get rid of some of the hoodlums down there. 

Many of them are from the States. The new Government has made 
representations, at least to his agency, rosecy. | possible help and cooper- 
= the days ahead in beating down the narcotics traffic in the 
islands. 

I hope that that is borne out. I hope we can get some good news, 
at least in that respect, from the new Government in the days ahead. 

Mr. Emerick. We worked very closely with Cuban officials when 
they were in power under Battista. We, of course, will resume those 
close contacts with the new Government. 


FOREIGN AGENTS 


Mr. CanrreLb. In am glad to note that you are going to have a new 
agentin Singapore. Ishean agent ora representative ? 

Mr. Srrusrncer. He will be a Treasury representative. He will 
do enforcement work. 

Mr. CanFiELp. His job is narcotics alone ? 

Mr. Strupincer. Principally to do the work similar to that in 
Hong Kong, working with the police to uncover information leading 
to smuggling to the United States. 

Mr. Canrietp. I am glad to know that. I have felt that more 
emphasis should be put on that particular area. 


PRECLEARANCE OF INBORNE TRAFFIC 


Commissioner, when you make reference to preclearance in foreign 
lands, what do you mean? How extensive is that type of program! 











th 
re 














415 


Mr. Ketxy. When you enter the enclosure at, say, Toronto, you 
appear before one of our customs men stationed there. Then he 
inspects your baggage and gives you a clearance. He clears your 
“hold” baggage in one place and then as you go into the marshaling 
enclosure to board the plane he goes over your hand baggage. So 
you have a complete clearance of your baggage going into the United 
States. After the plane lands the only ceremony you have to g° 
through is collecting your baggage and going on your way. You do 
not have to go through customs again. 

Mr. Canrietp. You are talking about Canada alone? 

Mr. Ketiy. Yes; that is the only place we have preclearance. To- 
ronto, Montreal, and Winnipeg. We do not have it in other countries 
as yet. A lot of people are working for preclearance at Mexico City, 
Havana, Jamaica, and so forth. But the only place where preclear- 
ance is now authorized is in the three cities of Canada. 


MODERNIZATION OF PIER FACILITIES 


Mr. Canritetp. When Mr. Strubinger went abroad it was last year. 
He made his report on his return. At that time he stressed the mod- 
ernization of pier facilities in different foreign lands and expressed 
some chagrin about the decay setting in, in some of our pier facilities, 
notably those in New York. 

Does it look as if there is going to be any improvement? I know, 
Mr. Strubinger, that you drew a picture of impressions that you re- 
ceived when you arrived in foreign ports, contrasting the impression 
you thought visitors to our country from foreign lands got when they 
saw some of the facilities that we have in our country after passing, 
of course, the Statue of Liberty. Would you dwell on that briefly? 

Mr. Srrupincer. As Mr. Kelly mentioned, the only bright spot is 
the Holland-American Line. They are building a new pier facility 
in New York. About 3 months ago I went to New York with a set of 
plans and presented them to the Holland-American officials, indicating 
the type of facility we wanted. That is, with respect to counters, 
enclosures, so that visitors couldn’t get in. There was some slight in- 
dication that they wouldn’t buy it in total but they did assure us, (1) 
they would have counters, (2) they would have adequate restrooms, 
comfort stations, (3) they would have an enclosure that would permit 
visitors on the piers to see the people on the deck that were being ex- 
amined, but. not to mingle with them. That is exactly what we 
wanted. We do feel that so far as the Holland-American Line is con- 
cerned, we will get a modern passenger terminal, similar to those they 
have in Europe. It is due for completion in 1962, I think. It is the 
only new facility in sight right now. 

= CanFrieLD. When that is completed it will be an inspiration to 
others. 

Mr. Srrupincer. We hope so. 


NEW YORK MAIL EXAMINATION 


Mr. Canrievb. I have one other question, Commissioner, regarding 
the mail packages now arriving in New York. Is it true that they 
receive double handling, that is, the post office and the freight office, 
and is there a program to improve that in any way ? 
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Mr. Kexiy. The mail comes from a ship to the post office Morgan 
Annex near the 30th Street station. It is » od segregated and about 4 
or 5 percent of the packages are taken to one side. The remaining 95 
percent go immediately to their destination. That 5 percent is bagged 
and taken to our appraiser stores and put on the examination line. I 
don’t think many of them are retained more than 1 day. They are 
examined by specialized people on the line. We use it as a good train- 
ing ground for appraisers who are supervised by senior people. So 
they get a very good examination. 

Mr. Strupincer. Could I add something to that directly in point ? 

When we first started this new process in New York, the arrange- 
ments that were made at the very beginning did include distribution 
from the appraisers’ stores where the mail was taken for examination 
to the various points throughout the country where they were going. 
In other words, the Post Office Department actually set up a station 
there and bagged it for distribution. The Post Office Department 
found that since they were bringing the mail down in trucks, that 
they might just as well use the trucks to take the mail back where 
they had more room to work, rather than deadhead the trucks back. 
They found it was cheaper to take the mail back to the Morgan 
Annex and distribute from that point. The first plan did contem- 

late the distribution from the appraisers’ stores to the addressee, 
But the Post Office Department found that they might just as well 
use the trucks to take the stuff back. So at no additional cost, it is 
going back to the Morgan Annex. 


PROMOTIONS 


Mr. Canrtetp. Is it true, Commissioner, because of your fiscal 
situation that you are not making regular promotions? 

Mr. Kettry. No. We are freezing, you might say, numbers. But 
Ee are getting promoted. We have never at any time since I 

ave been Commissioner frozen promotions. If a certain employee 
is entitled to promotion, he gets it. We do often freeze positions. 
That is, if a man retires, we will not fill that position right away. 
We have this freeze in force now which will last 3 months until we 
get back, you might say, to the regular course of expenditures. But 
at no time have we prevented a fellow from being promoted when 
he rated it. We are very insistent on that. 


BOSTON, MASS. 


Mr. Streep. Mr. Commissioner, in connection with this Christmas 
Day situation that you had in Boston, do you feel there was any way 
that any of the underworld could have known that you would have 
no protection that day? 

Mr. Ketry. No, because we did it very quickly. 

Mr. Congressman, next year we are going to have people on the 

iers, because the underworld will say, “They did this last year. 

t’s give it a whirl this year.” For the last 4 or 5 years we have 
made no seizures on the piers. We did that within about 2 days’ 
advance notice, without giving anybody a chance to give the under- 
world a chance to operate. 
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OVERFLIGHTS AND FORCED LANDINGS BY PLANES 





Mr. Strep. You made some comment about the ever-increasing 
number of planes coming into the country and going out. Because 
of weather or some situation like that, do you ever have a situation 
arise where a plane is forced to land on a port where you are not 
prepared to treat it? 

Mr. Ketiy. Frequently. 

Mr. Steep. What happens in a case like that? 

Mr. Kexiy. Well, Washington is a case like that, Congressman, and 
so is Baltimore. Frequently planes arrive here. We have an office at 
Georgetown that handles the Washington airport, probably a half 
dozen inspectors. When one of these overflights happen, they rush 
everybody out there. Everybody inspects iad dua the plane. It is 
an all-hands job. Ina case like that, we may waive 100 percent exam- 
ination and give spot examinations. Only recently a jet plane over- 
flew New York and landed at Baltimore, at Friendship Airport, be- 
cause the runways, they say, are not large enough here to take a jet. 
They handled it perfectly. Sometimes a plane destined for New 
York overflies even as far as Pittsburgh. In each of those cases we 
give them a prompt examination and send them on their way. 

. ae Streep. The passengers are put to no particular additional 
elay ¢ 

Mr. Ketiy. Not as far as customs is concerned. Some of the pas- 
sengers stay there and others are put on the trains back to New York 
or wherever they want to go. 


MODERNIZATION OF BORDER STATIONS 


Mr. Steep. In regard to the progress being made on your new border 
stations, how many places do you have remaining that need border 
facilities ? 

Mr. Ketiy. We have about 25 stations that we would like to mod- 
ernize, many of which you have gone through. There has been @ 
marked improvement in a number of the stations on the borders. 
Andrade is a very typical place. I think the local inspector lived in 
a decrepit old freight car. We now have a respectable station there. 
Connecticut Lakes, which was only a part-time station, had a tar paper 
shack. That has been torn down and they now have a trailer there. 
They tell me they can winterize these trailers and make them quite 
comfortable. But I say there are about 25 places, usually what we 
call one-man or two-man ports where from 10,000 to 100,000 people 
enter a year. Those are where we hope before many years to provide 
better quarters with a small, modern customhouse and a couple of 
cottages. 

DRAWBACK WORK 


Mr. Steep. In ye No. 6 of your statement, you make reference 
to drawback work made necessary by recent legislation. Will you 
explain to me what drawback is? 

fr. Ketiy. I can give you a very good one, but I will let the expert 


tell you 
Mr. Strubinger. 
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Mr. Srrustncer. Drawback is refund of duties paid on imported 
materials that is used in the manufacturing of a product which ic 
exported. When the article is exported, the person who imported : 
or his transferee, or the person to whom the merchandise is sold, is 
entitled to a refund of 99 percent of the duty paid on the imported 
material. What this involves here is this, some years ago drawback 
applied only to nonferrous metals, sugar, and linseed. Later there 
was added ferrous metals. Recent legislation provided for unlimited 
substitution of domestic material for foreign material right across the 
board for any kind of a product. What it means is this: If a person 
imports material and he also uses domestic material in the manufac- 
turing of a product, he does not have to export the particular article 
that has imported material in it. He can export the article that has 
domestic material in it of like kind and quality and receive drawback 
of duties paid on the imported material. 

Mr. Steep. Earlier in your statement you referred to a classified 
project that you wanted to discuss off the record. Would you care 
to do that now? 

WORKLOAD INCREASES 


Mr. Conte. Mr. Kelly, what has been your complete caseload 
increase since 1950, overall ? 

Just give me percentages, approximately. 

Mr. Ketiy. We have a curve on that. I think it is around 60-80 
percent. It isa tremendous growth. 

We have a sheet which is in our justification. This is from 1947. 
From 1947 on, the entries, which is the amount of business done, that 
is up 117 percent. That would be roughly about 80 percent since 
1950. As you can see from these curves, Mr. Conte, everything is 
going up. In our business we have no depression nor any flattening 
out. Everything is up, up, up. 


DECREASE IN EMPLOYMENT BUT INCREASE IN APPROPRIATIONS 


Mr. Contre. How many new employees have you put on the payroll 
since 1950? 

Mr. Ketiy. At the bottom of that curve is shown the number of 
employees. The employees are down 18 percent over what they were 
in 1947, and they are down about 10 percent over what they were in 
1950. So we have had the strange position of handling a greater 
amount of work with less people. We have reached the point of where 
we must have more people to handle this workload. 

Mr. Conte. How do you rationalize this, then, Mr. Kelly: You 
state in your justification that you saved $3,800,000 in management 
improvement since 1948, and yet your budget appropriation has in- 
creased $12,285.000 since 1959, and you have had less employees. 

Mr. Keniy. That can be explained by the pay increases which have 
been granted during that time. 

Mr. Conre. It has not been that great. Here it shows one increase 
paid in 1958, amounting to $1,940,000. ; vo 

Mr. Kerxy. You see, this year we are asking for over $4 million 
just to take care of the pay increases granted last year. Just that 
one increase in pay. There have been several increases in pay before 
that time. 
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_Mr. Contr. You are coming in for more employees this year? 
_Mr. Kexiy. We have asked for 242 more. That, again, Mr. Con- 
‘essman, is due only to the increased load. This is a very efficient 
‘épartment with many management improvements. But we have 
come to the end of our string. In order to handle this workload and 
keep the backlog from rors any further to the hurt of the im- 
porter and the public, we must have more people. That is the reason 
for this justification. 

_ Mr. Conte. I have no doubt that you are doing a good job, but I 
am also deeply concerned as a Congressman and as a taxpayer. 
read this morning that there is one Federal employee for every six 
people working in the United States. Every single department like 
yours has come in and asked for a few more employees here and a few 
more there. Before you know it, we will have more people working 
for the Federal Government than private industry. 

Mr. Ketiy. We have the unique position of being a colletcing 
agency. We also have the unique position of spending only about 
$4.50 of every $100 we collect. I stand very proudly on that posi- 
tion. We are run on business principles, at we have a very fine 
business operation. 

Mr. Conte. I compliment you for it, but at the same time we have 
to look with a jaundiced eye on all of these things. If we can collect 
more, that is fine. You say you have 250 employees here at your 
headquarters in office in Washington ? 

Mr. Ketiy. About that; 247 to 250. 

Mr. Conte. How many cars do you have here? 

Mr. Keury. One. 

Mr. Conte. That is good. I have never seen so many Cadillacs and 
Lincolns in my life. 

Mr. Ketiy. Mr. Congressman, the chauffeur of that car works in 
the mailroom nine-tenths of the day. That car is 5 years old and is a 
seized car. 

Mr. Gary. Is that a seized car ? 

Mr. Key. Yes, sir. 


SALE OF SEIZED MERCHANDISE 


Mr. Conte. Incidentally, on these seized articles for instance, the 
rifles, I realize if you sold them they would be on the market again 
but would you not realize then a considerable sum of money if you 
auctioned a lot of these articles off ? 

Mr. Ketiy. Mr. Emerick will answer you on that. 

Mr. Emerick. We have a conglomeration of everything, antitank 
guns, guns made in Czechoslovakia, England, Italy, and surplus ma- 
terial from this country. The majority was imported into the United 
States under license. They were here legally and sold legally. We 
could possibly get something for them, but the dealers in that type of 
merchandise buy them as surplus from foreign countries and pay about 
1 cent on the dollar, so we couldn’t realize anything worthwhile out of 
any sale that we attempted. 

r. Kexiy. On these cars, Congressman, we seize an awful lot of 
cars. If i go to the Mexican border, you will see a garage full 
of cars. They are mostly junk. We do get a few good cars, and we 
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allot them to this department or that department. Oftentimes we 
will mitigate the forfeiture of the car to an amount which protects 
the interest of the Government and the finance company. We get our 
money out of it and the finance company gets its money out of it. 


NEW AUTOMOBILES 


Mr. Conte. In your justification you say you want new cars, 250 
horsepower and all, because these criminals and members of the 
underworld have cars that are equipped with this amount of horse- 
power. I was wondering if you ever seize some of these cars. 

Mr. Kertiy. Not too many of them. For instance, we were in a new 
car going down to Key West last week. That car could go up to 
120 miles an hour. That was a new Ford that had been hopped up so 
z would go 120 miles an hour. So a car like that we almost have to 

uy new. 

i instance, the car for the Bureau, that is 5 years old. That was 
seized down in Arkansas. Well, that is adequate for us because we 
only go to Baltimore in the car and use it as a convenience. But the 
real hopped-up cars that we need, you have to buy from the outside. 


PORT OF BOSTON 


Mr. Contr. Getting back to the port of Boston, up in my area, on 
this Christmas Day problem which you had last year, aren’t these 
agents who patrol these ports paid on salary? 

Mr. Ketry. This particular group would have gotten 2 days’ pay 
for serving on Christmas day, so we saved 1 day’s pay by this par- 
ticular group, this port patrol group, who would have worked on that 
day. As I say, the record over the past few years indicated no 
seizures on that day, so we took what you might call a calculated risk 
and took those people off the pier, not only in Boston but in several 
other cities. You can’t repeat that calculated risk again and we are 
not going to do it next year. But every once in a while you can take 
a chance like that and save money. 

Mr. Contr. You just can’t juggle your work schedule and say 
“You will work this year on Christmas and have it off next year,” 
without having them paid double time? That is part of the contract? 

Mr. Ketry. On certain days you have to pay them double time, such 
as on holidays. 

Mr. Srrustncer. What actually happened, Congressman, was this, 
that these men were going to get paid for Christmas. There was no 
question about that, because it happened to be a holiday. Had we 
sent them to work, they would have gotten an extra day’s pay. 

Mr. Conte. So they got a day’s pay ? 

Mr. Srrustncer. They got a day’s pay. We did not deprive them 
of a day’s pay. They were entitled to that. If we put them to work, 
had them work on Christmas, we would have had to give them an- 
other day’s pay. If there is a complaint of a loss of pay, it is the fact 
they were deprived of an extra day’s pay because we didn’t work 
them on Christmas. We felt having Christmas off would outweigh 
the disadvantage of getting an extra day’s pay. 

Furthermore, we felt we were not taking much of a risk in un- 
covering the ports, because for the most part in any large seaport on 
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a Christmas or any holiday shipping activity ceases. There is nobody 
along the waterfront to any extent. As Mr. Kelly said, not only on 
Christmas day, but on Sundays and all holidays throughout the year, 
there were no seizures in Boston and no seizures in New York or 
Philadelphia, as far as that is concerned. We have them in there 
mainly as a deterrent. We felt that we could take the risk, since 
we needed the money. This involved a considerable amount, all over 
the country. 

Mr. Conte. In regard to the Boston customs office, Mr. Kelly, 
do you plan to reduce your personnel there as a result of this new 
system that you are putting in? 

Mr. Ketiy. There are fifteen people now engaged in the postal 
activity. We will leave 10 or 11 people there on that activity, and the 
remainder will be used elsewhere in our force. No one will be released 
as part of this move. They will all be absorbed in the present organi- 
zation. As far as this mail setup, a large amount of mail will still go 
to Boston. The mail valued at over $250, what we call formal entry, 
and then there is the registered mail, the air mail, the first-class mail, 
and then the multiple-package mail. 

For instance, in ine to get below $250, where the processing is 
much simpler, if you have a $1,000 importation they will divide it into 
four, what we call multiple mail packages, to get under that $250 
limit. Now we find that a department store is handicapped because 
sometimes only two of these multiple packages come in and then they 
have a sale and the other two will come straggling in and they will 
lose their profit. So that kind of mail we are going to allow to go to 
Boston and have the mail processed in Boston where it will all be 
under their control. The local mailman at Boston works with Jor- 
dan Marsh, Filene, and those people. So we are not arbitrarily say- 
ing that everything must be handled in New York. We are recogniz- 
ing that certain types of mail can be handled in Boston, and we are 
letting that go on where it is better handled locally. But the bulk of 
it, say the 60 or 70 percent, will be processed in New York with our 
modern facilities. 

Mr. Conte. Is this the case in some other custom house? 

Mr. Ketiy. Yes. Baltimore and Philadelphia are now processed in 
New York. We propose to make expansions gradually, because the 
mail coming in to New York can better be processed in New York with 
better service to the importer. Step by step we will process more mail 
in New York. We will study the whole system and do the best job for 
the importing public that we can do. 

Mr. Conte. That is all. 


POLICE-TYPE AUTOMOBILES 


Mr. Gary. Mr. Commissioner, I notice you are asking for a certain 
police-type automobile. We have a limitation on all automobiles. 
You are asking for language that will take you out from under that 
limitation. You show in your justifications that you intend special 
equipment that will cost about $308 per vehicle. Frankly, I do not 
think our committee is going to be willing to remove all limitations. 
I think you had better frame some language or submit to us some 
language that will take care of your needs, and which at the same 
time will satisfy the committee. 
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Mr. Ketiy. We would be delighted to do that. There are only a 
few of those cars where we require this high speed, particularly the 
one we were in last Friday going to Key West. We would be de- 
lighted to review our presentation and to amend our request. 

r. Gary. At least put some language in there that would put some 
reasonable limitation on it. In other words, we recognize your need 
for some special equipment, but at the same time we don’t want to 
leave the language wide open. 

Mr. Ketty. Yes, Mr. Chairman. 

Mr. Gary. As a matter of fact, I think there are some other bureau 
Mr. Johnson, in which that same situation exists. I think it woul 
be well for you to review that as to the whole Department, and submit 
us a plan. I cannot speak for the committee but I do not believe, 
since we do have the limitation, the committee is going to be willing 
to remove al] limitations. It has been reluctant to do so in the past, 
I know. I think we better have some special language to take care 
of the situation. 

Mr. Jounson. We will be very careful to review it, Mr. Chairman, 
and advise you as to the language we think will meet your purpose. 

Mr. Gary. Thank you. 

Mr. Avexanver. Mr. Kelly, in listening to your discussion I take 
it that you were a little hard put to live within your budget last year. 
Do you feel that you were able to operate in an efficient manner with 
the amount that this committee gave you in appropriations last year? 

Mr. Ketiy. Yes, Mr. Congressman, there were a lot of things we 
would have liked to have had, but I went on record last year that we 
could operate in an efficient manner, and we have. Like any other 
show, we found that we were spending a little more than we had. So 
we put the clamps on not the essential things, but on a lot of less es- 
sential things, traveling and things like that. So in a couple of 
months we will be back at the spending level in accordance with our 
budget. Most of our money is in payroll. We do not have too much 
spending area outside of salaries. We did go a little overboard ear- 
lier in the year, much more than we knew. 

Mr. Avexanper. You weren’t told by the Budget Director - 
any other agency of the executive department that you could not 
but for so much ? 

Mr. Ketty. I think we have had no reduction in our request. Often- 
times we have put in certain things and upon consultation with the 
Department or the Bureau of the Budget we mutually decide that 
we can get along without them. But this year our needs are so im- 
perative, and our request has no fluff in it at all, that we have had 
no instructions from anybody to flatten it out. 

Mr. Avexanver. If you get the additional 242 employees that you 
request, do you think that that will cut down on your $4.18 per $100 
collections? Do you think you will stand about the same? Or do 
you think you will change? 

Mr. Kerry. Our collections will be higher, of the order of 10 per- 
cent, and I would say we would do a little better than we did this 
last. year in regard to dollar expenses per $100 of duties. 

Mr. AuexanpeR. In other words, you think the percentage will be 
about the same? 
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Mr. Ketxy. It will be the same or a little bit lower. The cost per 
$100 of collections. 

Mr. ALExanpER. Do you have any particular problem in regard 
to unscheduled flights by individuals flying, we will say, to Mexico 
City or some place in Canada, and then to some airport in the United 
States? 

Mr. Srruprncer. They have to file a flight plan before they fly, 
and this in case they are instructed by the local people just where 
they have to report in. For instance, a man can’t leave Montreal 
and fly to the middle of Kansas where there is no customs officer, 
They have to land at some control point, usually at the border, 
Oftentimes they may want to go to another point, and if we have 
people there we will give them permission to land. 

Mr. Ketuy. We are flexible. We like to help people out. But 
they must report to some customs port before they go to their desti- 
nation. 

Ri SARA SO. Do you have any sort of rum-runner type of small 
planes? 

Mr. Ketuy. Yes, particularly on the southern border. I remember 
some years ago we seized a plane full of lobsters that were exported 
out of season from Mexico. We have had several seizures of private 
planes bringing in contraband. 

Mr. Atexanper. That is all I care to ask, Mr. Chairman. 

Mr. Gary. Thank you, Mr. Commissioner. The committee will 
recess until 10 o’clock tomorrow morning. 
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1958 actual | 1959 estimate | 1960 estimate 
ates Bul activities: 
en technical planning, and special technical serv- 
te ee $5, 157, 257 $5, 656, 967 $5, 679, 570 
2. Collection PRR desincivevembepecencicncnnekiieddual 141, 485,379 | 148, 172, 131 152, 644, 528 
3. Audit of tax returns.._.......--..-. 118, 444,170 | 128, 915, 533 128, 152, 625 
4. Tax fraud and special investigations 17, 323, 598 18, 303, 685 18, 672, 155 
5. Alcohol and tobacco tax regulatory work - 24, 748, 855 , 891, 272 26, 229, 671 
6. Taxpayer conferences and a,peals.-_--_- 11, 027, 488 12, 923, 181 13, 292, 546 
0 OS eee 8, 270, 728 8, 819, 266 8, 852, 772 
8. Inspection ---_...-.- 4, 490, 909 4, 800, 143 4, 816, 860 
9. Statistical reporting_- 2, 450, 788 2, 721, 154 2, 730, 340 
10. Executive direction. -.......-- a 3, 974, 652 4, 415, 548 4, 428, 933 
11. 1959 program obligated in 1958........-.......-----.-.- 818, 614 —818, 4 EE ae 
IIE Se cniciccncibeneiccd in conte menen oneam 338, 192,438 | 354, 800, 266 365, 500, 000 
Financing: 
1959 appropriation available in 1958... —818, 614 a 
Unobligated balance no longer available - EE TI kanccnctnecdl mciecidensocws 
New obligational authority ---.....-..-.....- ctiegnaaedl 337, 890,000 | 355, 618, 880 365, 500, 000 
New obligational authority: 
ee es ; 337, 326, 500 | 325, 500, 000 365, 500, 000 
Transferred (72 Stat. 243) from— 
“Reserve training,” Coast Guard__._....-- skeet eos 5»? eee nts, 
Ren Ry, ORNs SOONG... ccncnccaecescces, |} en Baeea 
Transferred to— 
“Administering the public debt’”’ (71 Stat.’’ 39).__-___- ot. ee ee 
“Administering the public debt” (72 Stat. 110)... ____- —267, 000 SE TS eee 
“Salarics and expenses, Division of Disubrsement” 
ci ” See eS SST ie ene eet ere Sse See ee 
“‘Salaries and expenses, White Heuse Pclice,”” United 
States Secret Service (72 Stat. 243). ......-.....-.-.. UT Oa cicinc cndteniceudlbbadmiawenniaes 
Appropriation (adjusted) ..................-..---- 337, 890,000 | 325, 500, 000 365, 500, 000 
Proposed supplemental due to pay increases_....-|...-.-.------- eS fh 
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Object classification 







































1958 actual | 1959 estimate | 1960 estimate 

Total number of pene ee eee 52, 444 50, 247 50, 787 
Full-time equivalent of all other positions_- 1, 666 1, 933 2, 170° 
Average number of all employees- - ---- ‘s 52, 508 51, 427 52, 153° 
Number of employees at end of year-. 50, 816 50, 750 51, 250" 
Average GS grade and salary-----...------.--- ene, a aamaeeinh 6.9 $5,516 | 7.3 $6,001 | 7.4 $6, 113 

01 Personal services: 

Permanent ae eee .--| $278, 117,175 | $293, 012, 459 | $299, 200, 297 
Positions other than permanent-..............-..----- 5, 251, 773 6, 377, 926 7, 206, 241 

Other personal services... -..-..-.-.---- wucswiubaanaeren 2, 440, 257 2, 287, 594 3, 428, 595 

POG POTTUREE OTIOEE go 3. - oa on onsen ca ccsssacctcnce 285, 809,205 | 301, 677,979 309, 835, 133 

OR EE oo steht cyanea t-d5eucadanesnencweesegecenes is 8, 136, 876 8, 631, 565 8, 905, 615 
OF. Dre OE i 5 oo on wi see rewccececcasceaaenwes 1, 562, 570 1, 690, 239 1, 690, 239 
04 Communication services. ---.-.- shpkusieds puonmanmbiadpapiie 5, 965, 922 6, 148, 756 7, 057, 556 
Ob Bente ane wilucy Servite... ..--.-<- 5222s ncccenscusecen 1, 913, 851 2, 261, 781 2, 274, 800 
06 Printing and reproduction................-..-...-.-.- 7, 378, 263 7, 358, 346 7, 358, 346 
07 Other contractual services - ------- 3, 497, 658 3, 118, 143 3, 132, 843 
08 Supplies and materials_.......---- 3, 398, 998 , 265, 883 3, 285, 003 
EEE 1, 537, 1, 766, 472 1, 766, 472 
11 Grants, subsidies, and contribution 17, 339, 963 19, 060, 263 19, 535, HS 
13 Refunds, awards, and indemnities-- 05, 333 510, 000 510, 000) 
15 Taxes and assessments.....-...---.-------------0-ee0e--e- 127, 303 129, 453 148, 880 

1000. program Ouligadted tn 1006. . ~~. .cenncsesecavenenscsenced 818, 614 Ct ee 
Total GUUBRIGIS,. .. ons ccnnccccnccscecasavacsssceccsccen|’ GWE GR SCO ae 365, 500, 000 





Mr. Gary. The committee will come to order. 
We will take up this morning the request of the Internal Revenue 
Service. 


COMPARISON OF 1959 AND 1960 BUDGETS 


At this point we will insert a brief table comparing the amount 
requested for 1960 with the amount appropriated for 1959: 








ACTOR GE SOO onan coh ete nh acmae eminence amen aiie $325, 500, 000 
Total (including anticipated pay supplemental, 1959) _-__._--------_ 355, 618, 880 
Total (including anticipated pay and postal supplementals, 1959)__ 356, 167, 000 
SWUMHIG; SOOO ssc c oa cnacenucbedanSennnnccunvcea saiipawieemetante 5, 500, 000 
Increase over appropriation, 1959_..-.._----_------------------. 40, 000, 000 
Increase over total (including anticipated pay supplemental, 1959) — 9, 881, 120 
Increase over total (including anticipated pay and postal supple- 

mental, 1959) __---_- SEES SEE SEAR ETE Pee ene 3 9, 333, 000 


We will insert at this point in the record pages 156 through 161 of 
the justification, also pages 165, 166, and 167. 
(The material referred to follows :) 


Analysis of appropriation base for fiscal year 1960 











Regular appropriation, 1959 act__.........---..--------------~-- $325, 500, 000 
Supplemental qppropriation for 1e00- ... 0. «5-4-5 eee) eons eens 
Total appropriation, 1000. < 2.2. coe dnc * 325, 500, 000 
Reductions : 
Activity No. 2. Collection of revenue. $52, 141 
Activity No.3. Audit of tax returns_....--___-~-- 189, 405 
Activity No.4. Tax fraud and special investiga- 
BN aint Specs pga a la ee A ee 19, 089 
Activity No.5. Aleohol and tobacco tax regula- 
OEY WHEN. oni ens ent 142, 067 
Activity No. 6. Taxpayer conferences and appeals_ 5, 718 


Total reductions_______- 





oie 408, 420 


Does not include anticipated supplemental for 1959 to cover cost of authorized pay 
increases and postal rate increases, 
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Additions: 
Activity No.1. Rulings, technical planning, and 
_. Special technical services $522, 255 
‘Activity No. 2. Collection of revenue. 14, 324, 752 
Activity No.3. Audit of tax returns. 12, 185, 031 
Activity No.4. Tax fraud and special investiga- 
tions 1, 730, 686 
Activity No.5. Alcohol and tobacco tax regula- 
tory work __ 2, 296, 763 
' Activity No.6. Taxpayer conferences and appeals. 1, 447, 775 
Activity No. 7. Legal services 800, 
Activity No. 8. Inspection 404, 482 
Activity No. 9. Statistical reporting. R 
Activity No. 10. Executive direction 340, 729 
Total additions 34, 281, 563 
ES C5 a ee ee ene ce =e cei ome $33, 873, 148 
Appropriation base for 1960. 359, 373, 143 
Increase over appropriation base for 1960__-_ 6, 126, 857 
Appropriation estimate for 1960 365, 500, 000 
Increase or decrease from total appropriation, 1959__--___-_ +40, 000, 000 


Comparison of appropriation base with appropriation estimate for 1960 





























Appropriation base Appropriation Increase or decrease 
for 1960 estimate for 1960 
Activity 
Average | Amount | Average | Amount | Average | Amount 
positions | positions | positions 
| 
1. Rulings, technical planning, and 
special technical services... -.- 650.0 | $5,679,570 | 650.0 | $5,679,570 |..........]...........- 
2. Collection of revenue...-........] 24,723.7 |150, 331,761 | 25, 184.3 |152, 644,528 | -+-460.6 |+-$2, 312, 767 
3., Audit of tax returns..........--- 16, 510.7 |124, 981, 208 | 16, 926.1 |128, 152,625 | -+-415.4 | +3, 171,417 
4. Tax fraud and special investiga- 
Di ciisceenasarenscceescnsoat Beene | GROG) BED |) I.E U6 1... cncced +214, 499 
5. Alcohol and tobacco tax regula- 
SE soe enawiiecinn ncn eae 3, 322.2 | 25, 888,390 | 3,322.2 | 26, 229,671 |...---.--- +341, 281 
6. Taxpayer conferences and ap- 
|e a SE renee 1, 466.7 | 13, 205, 653 1, 466.7 | 13, 292, 546 |...-_- 
7. Legal services--.-...- 8,852,772 | 1,071.7 | 8, 852,772 |.--- 
8. Inspection -----...-.. 4, 816, 860 532.1 4, 816, 860 |. .-- 
9. Statistical reporting. f 2, 730, 340 439.8 | 2,730,340 |_..- 
10. Executive direction...-.-....-- . 4, 428, 933 452.7 | 4,428, 933 
| Eee seer 51, 276.5 |359, 373, 143 | 52, 152.5 |365, 500,000 | -+-876.0 | +6, 126, 857 
Adjustment in base (net)_...---.--- +150.0 |—33,873,143 |_..-.-.--- Ecchs -| 150.0 |+33, 873. 143 
Total, appropriation 1959, and 
appropriation estimate for 
EATER 51, 426. 5 1325, 500, 000 | 52, 152.5 |365, 500,000 | -+-726.0 |-+-40, 000, 000 














GENERAL STATEMENT 


The Internal Revenue Service is responsible for determination, assessment, 
and collection of all internal revenue taxes; enforcement of internal revenue 
laws; refunding or crediting of any overpayment of tax or erroneous collection ; 
and preparation and distribution of tax instructions, regulations, forms, and 
stamps. It is also charged with certain duties under statutes that do not impose 
taxes, such as the Federal Alcohol Administration Act, as amended, the Liquor 
Enforcement Act of 1936, and the Federal Firearms Act. 

The Revenue Service supplies the lifeblood of the country since it is respon- 
sible for the collection of the vast majority of the funds to meet the operating 
expenses of the Government. A large percentage of the tax liability due the 
Government flows into the district revenue oflices under the voluntary compliance 
tax system. However, a substantial number of tax returns are filed in incorrect 
amounts, are not accompanied by sufficient payment, or are not filed at all. It 
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is vitally important that these deficiencies be corrected, not only for the sub- 
stantial revenues obtainable therefrom, but also because full, fair and impartial 
enforcement is the safeguard of our system. Likewise, poor enforcement en- 
courages noncompliance. There are several kinds of enforcement which, if ade- 
quately carried on, will be effective determents to noncompliance. The principal 
ones are categorized as follows: 


1. Correction of tax liability 


(a) Verification of the mathematical accuracy of the tax computations and 
the deductions claimed detects many errors. In 1958, exclusive of the returns 
audited, we were able to verify the tax computations on about 63.2 million re- 
turns, or about 68 percent of the returns filed, and turned up a net increase in 
tax liability of $61.8 million. Liabilities were increased in 1,245,000 instances, 
in the aggregate amount of $109.5 million, while the taxpayers had overstated 
their liabilities in 659,000 instances, amounting to $47.7 million. Reduction of 
liability, where appropriate, is an important factor in strengthening voluntary 
compliance since it is tangible evidence of fair enforcement. In 1959, reduced 
manpower available will require curtailing the extent of the mathematical veri- 
fication of tax computations to approximately 64 percent of the returns filed. 
There can be no doubt that the number of errors detected would be far greater if 
the verification was extended to include the supporting schedules. 

(b) The audit of tax returns discloses many instances of the reported tax 
being understated. Methods, procedures, and criteria for the selection of re- 
turns for audit have been developed which permit the selection of returns having 
the highest audit potential. The effectiveness of selection is indicated by the 
fact that 64.5 percent of the field audits and 59.6 percent of office audits in 
calendar year 1957 resulted in tax deficiencies. The selection process is geared 
to our audit capacity but there is no room for doubt that the number selected 
could be increased several times without any significant reduction in the audit 
potential of the cases selected. Additional assessments of $1.46 billion resulted 
from the audit of 2.6 million returns in 1958. 


2. Closing taxpayer delinquent accounts 


Extensive collection efforts result in collecting more delinquent accounts. 
Our collection force collected over $1 billion in disposing of 3 million delinquent 
accounts in 1958, yet the inventory of delinquent accounts on June 30, 1958, 
1,505,000 accounts for $1,466 million was not materially changed from the June 
30, 1957, inventory of 1,488,000 accounts for $1,560 million. The 1959 program 
is expected to result in slightly increased collections, but it is not expected that 
the inventory of delinquent accounts will be materially reduced. 


8. Securing delinquent returns 


Office procedures for checking on filings, revenue officer canvassing, and audit 
contacts detect failure to file tax returns. In 1958, 973,000 delinquent returns 
with a total tax liability of $146.2 million were secured, mainly detected through 
office procedures. Virtually all the revenue officers’ time was required to keep 
up with the delinquent accounts. Since there will be less office help in 1959, 
it is estimated that the number of delinquent returns secured will drop to 
about 932,000. Virtually no canvassing is included in the program contemplated 
for revenue officers. 

Operating in 1959 on the same dollar appropriation as for 1958 (exclusive of 
pay increase legislation costs), the Service is faced with the necessity of cur- 
tailing manpower available for its programs: with average employment in 1959 
being nearly 1,100 under that actually utilized in 1958. Notwithstanding this 
decrease in force, the 1958 levels of production generally will be kept up in 1959, 
a spectacular achievement of increased productivity due to outstanding em- 
ployee morale, better management all along the line, more effective procedures, 
and many other improvements. It would be unrealistic to think, however, that 
the Service can continue to pull itself up by its own bootstraps, that fewer people 
can continue to do more work ad infinitum. 

In addition, every phase of Revenue Service enforcement work is currently 
yielding such high returns as to demonstrate clearly that substantial amounts of 
taxes which are due are not being fully reported or collected. At a time when 
the Government is faced with a large deficit and heavy expenditures for military 
and foreign aid, it is particularly imperative that the Revenue Service expand its 
tax enforcement program. 
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Although we may never reach the goal of total collection, the Service can 
with added enforcement staff secure additional revenue that is due the Gov- 
ernment and contribute to the reduction of the deficit. In view of these cir- 
cumstances, the budget for the Revenue Service includes an increase of 876 
man-years of employment over the base for 1960 at a total additional cost of 
$4,398,000. The additional personnel are to be utilized in the following revenue- 
producing areas: 


1. Correction of tax liability 

About 414 man-years at a total cost of $2,222,545 will be assigned to increase 
the proportion of audits that can be accomplished. Because of training re- 
quirements we cannot expect to realize the full value of the additional em- 
ployment in 1960. However, it is estimated that the additional tax assessments 
in 1960 will amount to over $20 million (of which about 90 percent will be 
eollected) and this amount will be substantially increased in 1961 and future 
years after the technical enforcement people are fully trained. Because of the 
lag in collection of tax following assessment, the additional revenue anticipated 
in 1960 will be limited to about $12.8 million. 

An additional 47 man-years of employment at a total cost of $169,225 will be 
used in such operations as the mathematical verification of tax computations, 
and the validation of tax prepayments claimed. In addition to providing more 
effective compliance controls, it is anticipated that a revenue increase of $1 
million will be realized. 


2. Closing taxpayer delinquent accounts 

Additional work effort will be placed on collecting delinquent taxpayer ac- 
eounts. An increase of 164 man-years, at a total cost of $977,624 is included to 
secure $10 million additional from delinquent accounts due the Government. As 
in the audit work, the additional return will increase substantially in future 
years because of the time required for training in 1960. 


3. Securing delinquent returns 


To enable a more thorough check of the files to disclose delinquency in the 
filing of tax returns, an additional 190 man-years, at a total cost of $678,517 is 
included in the estimate. Also, an expansion of the staff of revenue officers and 
tax examiners is requested for the work of securing delinquent returns; for this 
61 man-years, at a total cost of $350,142 is estimated. ‘The dollar return on this 
investment in 1960 is estimated to be $4.2 million and again the future annual 
return will be much higher because of training time requirements in 1960. 

The increases in staff set forth above are estimated to bring in $28 million in 
additional revenue in 1960, and this amount will be greatly exceeded in 1961 and 
future years. In addition, there will be an intangible but valuable strengthening 
of our voluntary compliance system througa increased enforcement efforts. 

Other increases included in the 1960 budget request, such as the cost of new pay 
and postal legislation and promotion costs represent a substantial continuation 
of the 1959 work programs and force, which will inevitably cost more money. 
The 1960 budget request is made up as follows: 











I ROI RI i a ca rer acs Cok maemo cnt malts $325, 500, 000 
Additional salary costs (Public Law 85-462) ---------------_---- 30, 411, 692 
SR A I ic ee td SR aan ane meiae oh 1, 079, 814 
Increased postage cost (Public Law 85-426) ----------_----______ 877, 000 
Promotion cost : 
Annualization of 1959 promotions__—-~-_- ae 1, 760, 242 
nny ORION RO) UDI bce tic esr rer chemcrnenan pended 1, 587, 544 
RE NN i cgi eigenen aes iss Seman chiens 4, 398, 053 
Less rental costs transferred to General Services Administration__ —114, 345 
a ae ae * _. 365, 500, 000 


PROGRAM COMPARISONS 


The following table of key work items indicates the magnitude of the Service's 
job, and compares the programs for 1959 and 1960 with the actual results of 
operations in 1957 and 1958: 
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Work volume and accomplishments 



































Key items 1957 actual | 1958 actual | 1959 estimate | 1960 estimate 
Tax dollars (in millions): 
ke eee $80, 122 $79, 978 () (@) 
Additional tax resulting from enforcement: 
Additional assessments.........-...---- 1, 373 1, 356 $1, 356 $1, 371 
i. i | aR aR Selo 79 103 103 108 
a a cine nia belclag 1, 452 1, 459 1, 459 1,479 
Delinquent returns secured ---.-_....-. 133 146 | 148 155 
Tax increase resulting from mathemat- 
NOR WEEN on nce cen comncspedessen 100 109 105 106 
NAOT ROG wn lads ddd dwscsetueys 1, 685 1, 714 1, 712 1, 740 
Delinquent accounts collected --..-..-..-.-- 943 1,012 1, 020 1, 047 
Inventory of uncollected accounts at close 
WN cAtetcndectuce nano indgenesdannted 1, 561 1, 466 1, 505 1, 495. 
Work volume items (in thousands): 
DGS TOME OI cw iccwetekidnynsremep~none 93, 187 93, 574 95, 000 96, 000 
Income tax computations and verifications 

Cg LR ER ae a ee tebe ee 62, 451 63, 209 60, 500 61, 000 
Refunds and credits scheduled - _....--.--.- 38, 588 40, 672 41, 000 41, 500 
Taxpayer delinquent accounts closed -.-_--- 2, 762 2, 960 3, 000 3, 100 
Inventory of taxpayer delinquent accounts 

ES | eee a ae 1, 488 1, 505 1, 505 1, 455 
Delinquency and other investigations 

OS ES OC es BS 1,320 1, 485 1, 570 1,610 
Examined income, estate, and gift tax re- 

ON EE LIES 2, 388 2, 569 2, 532 2, 672 
Appellate case disposals--.-......---------- 19.8 21.6 24.0 25.4 
Arrests for violation of internal revenue 

I Src cock caGauvna ences vaxkwee 11.5 11.6 11.7 11.7 
Fraud investigation cases completed _ _--__-- 22.1 18.6 19.0 18.5 

Manpower utilized (man-years) ---.-..-..------ 53, 181 52, 508 51, 427 52, 153 





| Not estimated. 





EXPLANATION OF LANGUAGE CHANGES 


The Internal Revenue Service is proposing additional language to the appro- 
priation text for the fiscal year 1960 as follows: “of which 40 for police-type 
use may exceed by $369 each the existing purchase price limitation.” 

Decision of the Comptroller General (B-—131418), dated April 19, 1957, held 
that the extra cost of passenger car equipment to be used in police work must 
be charged against the statutory motor vehicle purchase price limitation. In 
Senate Report No. 1655, on the general Government matters appropriation bill, 
1959, the Senate Committee on Appropriations requested that uniform language 
to resolve the problems arising from the above-cited decision of the Comptroller 
General be included in the individual budget estimates for the Treasury and 
certain other executive departments. 

Most of the passenger vehicles operated by the Service are used in the enforce- 
ment of the alcohol tax laws. A part of these cars are used in the pursuit and 
apprehension of violators of such laws and must be equipped with devices for 
radio communication, safe pursuit driving, fast acceleration, and high speeds 
over all types of roads. 

Each year it is necessary to replace wornout cars used in this type of service, 
principally in the Southeastern States where transportation and production of 
illicit liquor is most prevalent. It is estimated that 40 of these pursuit cars 
will be replaced in fiscal 1960. In order to accomplish this purpose it is neces- 
sory, in view of the Comptroller General’s decision, to obtain authority to equip 
these 40 vehicles with the following minimum equipment at a cost not to exceed 
$369 per car in excess of the existing purchase price limitation: 


1. V-8 heavy duty engine (minimum 250 horsepower): Necessary for 
sustained high speeds and faster starts______-______----_________ $153 

. Radio cable raceway: Metal channel under chassis from trunk to dash 
to protect wiring for special two-way radio equipment______________ 

- Radio noise suppression: Required to minimize engine interference or 
leakage in electrical system of other automobiles_________-________ 8 
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4, Alternator (50-60 amperes): To provide necessary additional power 
to operate two-way radio. The additional amperage (50-60) is re- 
quired to replenish the heavy drain on the battery due to radio 
operation ss $130 

5. Nylon tires 8 

6. Heavy duty springs and shock absorbers: For safety of employees and 
public when driving at high speed over all types of roads and to pre- 














vent accidents 10 
7. Police-type front seat: For protection of employees when driving at 
high speeds in event of accident 10 


The Revenue Service is also proposing the elimination of certain language 
now contained in the appropriation text as follows: 

“Provided, That not to exceed $200,000 of the amount appropriated herein 
shall be available for expenses of instruction and facilities for the training of 
employees by contract, subject to such regulations as may be prescribed by the 
Secretary of the Treasury.” 

Public Law 85-507, approved July 7, 1958, provides for a training program 
for all civilian officers and employees of the Government with respect to the 
performance of official duties. Therefore, since it has been determined that 
the act will meet the training needs of the Service in the future, the inclusion 
of the above language will not be necessary beyond the fiscal year 1959. 


Analysis of appropriation base 























Appropriation alloca- Adjustments in Net change in base, 
tion for 1959 base increase 9 _— 
Activity ee 
Average Amount Reduc- | Additions | Average Amount 
positions tions positions 

1. Rulings, technical planning, 

and special technical serv- 
sua cin orn lasers sted 650.0 A! | re $522, 255 |.......... +-$522, 255 
2. Collection of revenue-. ----.-- 24, 800. 2 136, 059,150 | $52,141 | 14,324, 752 —76.5 | +14, 272, 611 
8. Audit of tax returns__..-.-_-- 16, 586.7 | 112,985,582 | 189,405 | 12, 185,031 —76.0 | +11, 995, 626 

4. Tax fraud and special in- 

vestigations. .........-...- 2,112.9 16, 746, 059 19,089 | 1, 730, 686 —6.0 +1, 711, 597 

5. Alcohol and tobacco tax 
regulatory work. ......--.- 3, 330.1 23, 733,694 | 142,067 | 2,296, 763 —7.9 +2, 154, 696 

6. Taxpayer conferences and 
11, 763, 596 5,718 | 1,447, 775 +17.8 +1, 442, 057 
we 8, 052, 717 800, 055 |.......... +800, 055 
8. 4, 412, 378 |_ 404, 482 —14 +404, 482 
9. 2, 501, , 035 +229, 035 
10. 4, 088, Seas +340, 729 
325, 500,000 | 408,420 | 34,281,563 | —150.0| +33, 873, 143 























Mr. Gary. We are pleased to have before us this morning the new 
Commissioner of Internal Revenue, Mr. Dana Latham. 


BIOGRAPHICAL SKETCH OF COMMISSIONER LATHAM 


Mr. Latham, we are very glad to have you before the committee 
for the first time. It is customary with our committee, when a per- 
son appears for the first time, to request that he put into the record 
a brief biography so that the members of the committee and also the 
members of the House will know exactly what his background is. 
Do you have such a biography ? 

Mr. Latuam. I do, Mr. Chairman. 

Mr. Gary. Without objection it will be inserted at this point in 
the record. 
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(The material referred to follows :) 


Dana LATHAM, COMMISSIONER OF INTERNAL REVENUE 


Place and date of birth : Galesburg, IIl., July 7, 1898. 

Father: Harry S. Latham. Mother: Margaret Dobyns. 

Education: Ohio Wesleyan University (A.B. 1920), Harvard (LL.B. 1922). 

Married: Olive Eames. Date: June 16, 1923. 

Children: Jeanne (Mrs. Richard Alden) ; Corinne (Mrs. Kenneth W. Cooper) ; 
Polly (Mrs. Robert A. Barley). 

Brief career summary : 

1922: Admitted to Illinois bar. 

1922-26: Associate in the law firm of Hopkins, Starr & Hopkins (now 
Hopkins, Sutter, Halls, DeWolfe & Owen), Chicago and Washington. 

1926-27: Special attorney, Bureau of Internal Revenue, Washington and 
San Francisco. 

1927-29 : Member of law firm of Miller, Chevalier & Latham. 

1929-34: Vice president and director of Pacific Finance Corp., Los Angeles. 

1934-58: Partner in firm of Latham & Watkins, Los Angeles. 

October 9, 1958: Appointed by President Eisenhower to be Commissioner of 
Internal Revenue. 

November 5, 1958 : Took oath of office. 

Principal professional or business activities: 

1955 : Special adviser to the Under Secretary of State. 

Trustee: Occidental College, Ohio Wesleyan University, and John Tracy 
Clinic. 

Member: American, International, California and Los Angeles Bar Associa- 
tions (president 1950-51), and the American Law Institute; Los Angeles 
Traffic Association (past president) ; Harvard Law School Association of 
Southern California (past president). 

Memberships: California Club, Los Angeles Country Club. 


Mr. Gary. We will be glad to hear you at this time, Mr. Latham. 


GENERAL STATEMENT OF THE COMMISSIONER 


Mr. Larnam. Mr. Chairman and gentlemen, I do not have to tell 
you that I count it a privilege to be here with you for the purpose of 
discussing some of our problems down in Internal Revenue. 

I was interested in the reference of Mr. Gary to me as the “new 
Commissioner.” I do not know how long I will be able to carry 
that badge. It has been rather helpful so far. But I hope after a 
little while I can just be the plain “Commissioner.” 

Mr. Gary. How long have you been in office? 

Mr. Larnam. I was sworn in on the 5th of November and con- 
firmed last week. 

Mr. Gary. I believe since that time the Assistant Commissioner 
has also resigned; has he not? 

Mr. Larnam. The Deputy Commissioner, Mr. Delk. I might add 
that just yesterday the Secretary appointed a new Deputy Commis- 
sioner, Mr. C. Irving Fox, who has “aa our district director in Salt 
Lake City. Mr. Fox will assume his duties next week. He has 
been with the Service some more than 30 years and has been district 
director at Salt Lake City for approximately 514 years. 

Mr. Gary. He isa career man? 

Mr. LarHam. He is a career man. He has been offered very sub- 
stantial positions in Washington and elsewhere which he has not 
felt. he should accept. But he has been willing to come on here to 
be the deputy. We feel it is a very fortunate choice. 

Mr. Gary. Was he in charge of the regional office there? 
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Mr. Laruam. No. He has never been in charge of the regional 
office, Mr. Gary. He was offered the regional commissionship but 
felt that he would not, because of family situations, leave Salt Lake 
City. He has however been one of the leaders in the San Francisco 
region, I suppose one of the most respected and best liked of all the 
ten district directors in the San Francisco area. We feel we are very 
fortunate in having Mr. Fox with us as Deputy Commissioner. 

Mr. Gary. Is ‘hat position considered a career position ? 

Mr. Laruam. It has been a career position to a certain extent. The 
feeling I believe has been that a new Commissioner would best be 
able to function with a deputy of his own choice. It happens that 
I have known Mr. Fox for some time and have the very highest 
personal regard for him. 

Mr. Gary. You may proceed with your statement. 

Mr. LatHam. The last 3 months, I can assure you, have been most 
interesting and busy. My primary purpose, of course, has been to 
learn about the Revenue Service. It happens that more than 30 years 
ago in Washington here I entered the then General Counsel’s office of 
the Bureau of Internal Revenue and after a little training here was 
sent to San Francisco as the first General Counsel’s representative on 
the Pacific coast. That, in fact, was the beginning of decentraliza- 
tion in the Service. I stayed there about a year and a half and then 
resigned and entered private practice, and now I am back after this 
period of time. 

In the meantime I have practiced law in the Los Angeles area, pri- 
marily in taxes. 

The first thing that struck me was that you can even be in the 
Service, you can practice outside for 30 years, and still you know 
little about it. You have to be inside the door. I did, however, from 
the beginning conceive the highest regard for the Service and the per- 
sonnel in the Service. 

One of the first things I did after taking office was to meet all the 
people in the big building where we are, some 2,900, including certain 
personnel from our Baltimore office. It was a pleasure to meet them. 

Within a month after 1 was sworn in we had an annual meeting 
of all our 64 directors and 9 regional commissioners. During that 
week I got to know them pretty well. I was very proud to meet 
those men. I think they are dedicated, able individuals, and that the 
Service, under their leadership, will continue to go on and grow. 

So far as I have been able to go in studying the Service, I think we 
are in pretty good shape. There is nothing that is perfect. But I 
think Commissioner Harrington left the Service operating smoothly 
and, I presently propose, until I get my feet a little firmer on the 
ground, to continue in general the activities which Commissioner 
Harrington began. 

For example, I think one of the good things he started was the 
monthly letter to employees which goes out to everybody in the Serv- 
ice. I have continued that and have already written monthly letters 
for the time I have been here, and I propose to continue it. It is a 
real means of bringing Washington, I feel, to every man and woman 
in the Service. 

One of the first problems I also undertook to work at was the filling 
of key vacancies. We had a number of vacancies in regional commis- 
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sionerships and in district directorships. I am happy to report that 
all those key positions in the Service have been filled, and we think 
with adequate, competent men. 


BLUE RIBBON PROGRAM 


I am sure you are familiar also with what we call or what has 
been termed the blue ribbon program, which in turn was initiated by 
former Commissioner Harrington. That program, in effect, is a pro- 
gram of recruitment, training, promotion, gearing the individual to 
the particular position which he has to do and assuring him a real 
future in the Service. We feel that the matter has worked exception- 
ally well, and all in line, we believe, with civil service requirements. 

We have so far taken the cost of this program, so far as the pro- 
motions are concerned, from our pire budget, and where it was 
necessary—because our budget was not otherwise adequate—we have 
even curtailed certain activities in order to carry that out. 

We feel that that action has been more than justified in the results 
that we have obtained in more efficient operation, more work, with less 
employees. 

Jur separation rate for revenue agents for nine months in 1958 was 
4.2 percent as compared with 6.6 for the preceding year. I realize 
that there were other factors—perhaps the recession was one—but we 
do feel the major factor was this so-called promotional program which 
we term the blue ribbon program. Part of the increase which we are 
requesting for the coming fiscal year is in order to carry that program 
to a conclusion. We feel that it is so essential that, if necessary, I 
would believe we even should curtail other activities. We hope that 
will not be necessary. 


TRAINING PROGRAM 


Now, another thing which I have studied with care and which I 
believe is a great step forward in the Service is our training program. 

You potel familiar with our executive training program, but per- 
haps the new members of the committee might be interested in just a 
brief statement of what that is. 

Heretofore the problem of moving a man from assistant director to 
director to regional commissioner has always posed considerable prob- 
lems, many problems. The man to move to assistant or to director is 
a man who must have a general knowledge of operations. It never 
has been very satisfactory to take a man who was good in the collec- 
tion department or good in the auditing department and move him up, 
because he was more or less of a specialist. 

We also have various pressures put upon us to move particular 
friends into positions regardless of their qualifications. 

More than 3 years ago we began this executive training program 
which is simply this: We bring to hagas en 12 to 18 ativiaonls 


per year, and they are very carefully selected from all over the 
United States, from the Service. They are given a 6 months’ inten- 
Sive training in every phase of management insofar as the operation 
of a district office is concerned. 

They then move into any vacancy in the assistant director level, 
and if there are none there they are sent to one of the larger offices 
as an assistant to the director. 
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Then as these vacancies occur—and they do constantly, for retire- 

ment, health, and whatnot—then these men go up the line. They are 

ant and trained men and we find it has worked very satis- 
actorily. 

We are extending these training programs into every phase of our 
operation. We want even specialist training; that is, for example, 
the audit chief in the field, give him a little more training so he can 
better perform his job. That all, of course, is in addition to the 
regular training we give our field agents and our office auditors. 

e are making every effort to be sure that we do not lay too much 
emphasis on management and not enough on technical competence, 
because, after all, we recognize fully that the people who meet the 
taxpayers and determine their liabilities must know their business, 
and we cannot go out and hire a man for one of those jobs full blown. 
They have to come in and be specially trained. We are making every 
effort to continue that special training so that they can deal with tax- 
payers on a proper basis. 

Of course, I do not need to tell you that mere knowledge of the tax 
law is not enough. There must be the ability to meet people properly; 
they must be able to weigh facts. In other words, they must have 
judgment. That is part of our program; to give these people who 
display those talents proper compensation. i a result of all this 
we build up morale among our employees. 

One of the things that I want to do to the extent that I can is to 
build what you might call taxpayer morale, because our job is not 
an easy one and certainly not a popular one. But I think it is our 
duty to extract these taxes with as little pain as possible, and every 
time we can build the efficiency of our staff or our field officers, they 
then deal more effectively with the taxpayers and it becomes less of 
a chore for these people to pay their taxes. 

Another thing which I, as a practicing lawyer for many years— 
and I know you gentlemen likewise—feel should be corrected is the 
delay that seems to accompany an operation as large as ours. That 
is, delay in the answering of correspondence, delays in getting cases 
disposed of, and all the way down the line. I am making every ef- 
fort possible—and propose to continue doing so—to expedite the han- 
dling of these matters. I think it can be done even without the in- 
crease of personnel for that purpose. 

There are two or three other things on which I do not want to talk 
too long in which I have a great interest. 





PLANNING AND RESEARCH DIVISION 


Within the last year we established a Planning and Research Di- 
vision here in the national office. We have an Acting Assistant Com- 
missioner in charge. The future of that Division seems to me to be 
almost without limit, not only in looking ahead for the particular 
balance between our activities, but in machine and electronic process- 
ing of these 93 to 95 million returns that are filed every year. 

This will enable us, we think, when the matters are properly han- 
dled, to enforce the laws much more adequately and with a tremendous 
increase in revenue and at less cost to the Government. That is one 
of the things to which I propose to give substantial attention as time 
permits. 
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OFFICE OF ASSISTANT COMMISSIONER CONTROLLER 


One of former Commissioner usps ia, gel major recommendations 
to the Secretary of the Treasury when he retired was the creation of 
a new Office called Assistant Commissioner Controller. We have had 
some reports with respect to that situation. We have done nothing 
so far as formally esta way igo a position within the Service. It 
likewise, however, is one of the matters which I propose to consider 
seriously and shortly. 


INCREASES REQUESTED FOR 1960 


The amount we are asking, $365.5 million, I recognize is a very 
substantial amount by any standard. But as the chairman has 
pointed out, while it appears to be $40 million more than our last fis- 
cal year requirement, as a matter of fact, some $32 million of that 
amount is made up of the statutory pay increases, additional postal 
costs, and 1 extra day’s pay. 

As a matter of fact, we are ——s for approximately $7.7 million 
over last year’s budget figure. Of that, $3.3 million we expect to use 
to complete this Blue Ribbon program which I have described and 
which we feel is indispensable to the continued successful opera- 
tion of the Service. 

So that we are asking for $4.4 million for the expansion of our 
working force in various basic categories. 

Our figures would indicate that the first year this $4.4 million 
will produce $33 million in additional revenues, and we believe that 
that figure is a conservative figure. 

During the subsequent fiscal year—that is, 1961 fiscal year—with an 
additional amount of, say, $4.8 million—and I might add that the 
extra $400,000 would be for payment of promotion increases to the 
force that we propose to add during the coming year—that should con- 
servatively yield us $60 million in revenue. 

The extra amount, of course, is due to the fact that we have to 
train these men during their first year and they do not begin to 
really produce until their second and subsequent years. 

With these amounts, of course, that we ask there will probably have 
to be some slight shifting within categories, because it is impossible in 
an organization of this size to anticipate in advance exactly how 
much may be needed for each particular category. 


RESULTS OF OPERATIONS 


The operations that I propose to refer to very briefly, we feel have 
been excellent during the last fiscal year. I am sorry I cannot claim 
any credit for it, but I am proud that we have done so well. We 
have shown increased productivity in practically every category. As 
a matter of fact, it has been done with even slightly less personnel 
than we had in the preceding fiscal year. 


COLLECTION OF REVENUE 


During 1958 fiscal year we collected approximately $80 billion, 
almost the same level for the previous year. 
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As to the delinquent accounts—which are a very important factor 
with us because that is money right now—we collected during the 
fiscal year over $1 billion, which was an increase of more than 7 per- 
cent over the amounts collected in that area in the preceding year. 
We feel that is especially satisfactory in view of the fact that because 
of what has been termed the recession it was more difficult to extract 
money from people who had not paid up than it was during the 
preceding year. 

During the year just ended there were 93.5 million returns filed. 
That does not include the hundreds of millions of pieces of paper 
like W-2’s and similar schedules. These were actual tax returns. 

Last year we made quick refunds—and I mean quick; a period of 
weeks—to 33 million taxpayers. The amount volando was some 
$3.8 billion. And I am sure you will agree that those refunds were 
material as an economic stimulus. We propose to continue that quick 
refund program during the coming year and make it, if possible, even 
‘speedier. 

AUDIT OF TAX RETURNS 


During the year just ended we audited 2.6 million returns. That is 
7.6 percent more than we were able to audit during the preceding 
year. From those audits we collected an additional tax of $1.5 bil- 
lion, which was $7 million more than the previous year. 

According to our records, the additional tax established during the 
fiscal year 1958 was more than $112,000 per technical employee. And 
by the technical employees I am referring to revenue agents and office 
auditors. That amount collected per employee was up about $1,200 
from the preceding year. 

Now as to the prerefund audit program, with which I am sure you 
are familiar. In other words, where we find a small return that looks 
as if they might not be entitled to the refund shown, we pick out those 
returns and audit them before we make the refund. That has been 
very effective in revenue production during the last year. 

Our actual field audits were down 0.9 percent as compared with 
the preceding year. Additional assessments were down 114 percent. 

Of course, when I talk about audit in the beginning I am talking 
about office audits as well. The office audits were up. The reduction 
in the field audits was due to improved methods in selecting returns. 

One of our greatest problems is to select returns that will yield 
revenue. We do not follow any set pattern but change from year to 
year as experience dictates. Asa matter of fact, during the year just 
ended the audits showing no change decreased 1.7 percent from the 
preceding year, which we consider to be quite good. 

The decline in the additional assessments collected as a result of 
audits during the year just ended as compared with the prior year 
was due to the fact that we had completed some very large cases in 
March and April of 1957. As a matter of fact, every other month in 
fiscal 1958 showed a substantial increase in collections from additional 
assessments over the preceding year. This fiscal year to date the 
results have been very satisfactory. 
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TAX FRAUD AND SPECIAL INVESTIGATIONS 


During the fiscal year just ended we completed 18,600 fraud and 
special investigations. This is down 3,500 from the preceding year, 
which may seem to you to be substantial. As a matter of fact, the 
reductions were primarily in the preliminary type of investigation. 
In other words, if we got into a case and found it was not going to 
yield anything, we discarded it and went after the larger, more im- 
portant cases. The results of that practice are demonstrated by the 
fact that despite the decrease in the number of fraud investigations 
during the year, the tax collected as a result of these fraud investiga- 
tions was up $31.5 million, or 25 percent as compared with the 
preceding year. 


ATTENDANCE AT ENFORCEMENT SCHOOL 


We also have a factor that among our training programs is an 
enforcement school that we conduct with other Treasury agencies at 
their enforcement level, and that takes a number of men away. These 
courses are given every 6 weeks. So that cuts down the effective time 
of these men. But it will show up, we believe, in increased produc- 
tivity later as a result of this training that we give them. 


ALCOHOL AND TOBACCO TAX REGULATORY WORK 


In the alcohol and tobacco tax activity our primary problem or pro- 
cedure has been to attempt to reduce or restrict the availability of 
raw materials. We have had, we feel, good success in that endeavor. 
We have had good cooperation from the suppliers of these raw ma- 
terials. We are not so much interested in finding stills to smash as 
we are in finding and arresting the people who operate them. While 
the number of stills demolished, destroyed during the year has de- 
creased as a result of our increased emphasis on the source of the raw 
material, the number of arrests made has increased, and we believe 
that is a good sign. 

We also find that the courts in sentencing persons guilty of violating 
our laws relative to alcohol and whatnot are inclined to give additional 
and more severe sentences than heretofore. 


TAXPAYER CONFERENCE AND APPEALS 


One of our problems to which we have directed our attention, and 
to which I propose personally to direct considerable attention, is our 
taxpayer conference and appeal area. The increased audit of the 
past few years has incre the inventory of appellate cases; that is, 
the cases pending where there is a dispute in what we call our Appel- 
late Division, and likewise pending before the Tax Court of the United 


States and other courts. During 1958 we disposed of 21,600 of these 
cases. That was 1,800 more than during the preceding fiscal year, 
but our inventory still gained slightly in these cases. We believe dur- 
—— last 6 months we have been able to achieve some degree of 
= — in that inventory. We hope to begin to reduce it very 
shortly. 
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But in presenting that picture, as a matter of fact, it should be borne 
in mind that I find throughout the country, in talking to our appel- 
late divisions, that many cases are pending before the Tax Court 
which are in fact duplicate cases. That is, that a tax assessed against 
the corporation A, with then maybe 20 transferees of that, is really 
one case. But they nevertheless, so far as the Tax Court docket is 
concerned, are treated as 21 cases. We think we can reduce that 
inventory. 

Gentlemen, this is the very general report that I have to give you 
with respect to our Service. We have more definite figures and we 
will be happy to answer any questions that may occur to you. 


ADDITIONAL PERSONNEL REQUESTED 


Mr. Gary. How many additional personnel are you asking for, 
Mr. Commissioner ? 

Mr. Laruam. Mr. Gary, we feel that this amount requested will give 
us approximately 726 additional man-years, using that in the technical 
sense. 

Mr. Gary. Can you give us some estimated breakdown as to what 
type of personnel you expect to employ ? 

Mr. Leeniit. Yes. We want to increase certain temporary em- 
ployees that are usually required during the filing periods. But 
primarily these additional people will be in the enforcement area; 
that is, revenue officers who collect our delinquent accounts and secure 
delinquent returns, in the revenue agent area and in the office audit 
area. 

For example, this provides for 100 man-years of revenue agents, 
204 office auditors, 100 revenue officers charged with delinquent ac- 
counts over those available in 1959. 

Then, of course, as you know, we have to have various clerical per- 
sonnel to support these additional enforcement officers. 

Mr. Gary. Most of them are field officers, is that correct? 

Mr. LatHam. Yes. I suppose more than half of them are, yes. 
But as to the office auditors, we contemplate 204 man-years of office 
auditors, and of course they are very important people in our organ- 
ization. 

Mr. Gary. Is that for the preaudit ? 

Mr. Latuam. I should point out that all these people will be in the 
field. We do not propose to add anbody to our national office here. 

Now, Mr. Gary, what was that last question ? 

Mr. Gary. I asked if the office auditors were working on the 
preaudit ? 

Mr. Latuam. Yes. That preaudit is taken into consideration as 
a part of our general audit situation. 


DISPOSITION OF UNCLAIMED REFUND CHECKS 


Mr. Gary. What disposition do you make of the refund checks? 
I ask the question for this reason: I understand that in the Richmond 
office—which is the one which with which I am most familiar—each 
ear there are any number of unclaimed refund checks. The number 
1s so large in fact that Richmond papers have started a policy each 
year of publishing in the paper a list of the names of people who 
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have refund checks waiting for them in the Richmond office. It covers 
several weeks. Each day they print a large number of names. So 
there are obviously a great many checks that are not claimed. 

What happens to the unclaimed checks? 

Mr. Latuam. I will ask Mr. Hume to answer that question. He 
can answer it better than I. 

But I might add that I think similar procedures are adopted else- 
where in the United States. 

Mr. Gary. As I said, I can speak only for the Richmond area on 
that. I am not familiar with what is done in the rest of the United 
States. 

Mr. Larnam. Can you answer that, Mr. Hume? 

Mr. Hume. Yes. Those checks are first mailed to the taxpayer at 
the address he showed on his return, or as best we could read it if it 
was difficult to read. These then that you see in the paper are the 
ones that have come back into the disbursing office. They are held. 

Several years ago we started asking the newspapers to publish these, 
hoping that the taxpayer will see his name in the paper and write in 
and give us hiscurrent address. 

Of course, if after a statutory period of time those checks are not 
claimed they get the same treatment as other Treasury checks. 

Mr. Gary. at is the statutory period of time and what is the 
“same treatment”? 

Mr. Hume. I think it is about 2 years, and then they just go into 
the Treasury. Later on, if the taxpayer even after that period comes 
forward with a valid claim, there are provisions for handling them. I 
am not strictly informed at the moment on all the dead-check 
provisions. 

Mr. Gary. It does not go back to you? 

Mr. Hume. No,sir. The only funds we have available are the funds 
this committee makes available to us, to all intents and purposes. 

Mr Larnam. We will be glad to supply a statement for the record 
as to exactly how long that period is, Mr. Gary. 

Mr. Gary. That will be fine. And put in any correction that may 
be indicated as to what you have thus far stated. 

(The material referred to follows :) 


OUTLINE OF UNDELIVERED REFUND CHECK PROCEDURE 


Undelivered checks are returned to the disbursing offices by the Post Office 
Department. The regional disbursing office then notifies the respective director's 
office which then attempts to clear these items by reference to office records, The 
remaining uncleared checks are deposited to the refund appropriation accounts 
in December of the year following that of issuance. 

The amount is available to the rightful claimant any time thereafter (no time 
limit) if his right to the proceeds of the check can be established. 


ONLY APPROPRIATED FUNDS AVAILABLE FOR EXPENDITURE 


Mr. Latrnam. I might add something to this problem that we do 
not get a penny more than what you appropriate for us. One of our 
problems now—it is not a great problem but just a problem—is that 
where we are forced to seize property and place it in the charge of a 
custorlian for the delinquent taxpayer, we have to pay out custodian 
fees. We have to take that out of our budget. It does not make any 
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difference that as a result we get $50,000. We do not deduct the 
$2,000 or so that we have to pay the custodian. We have to take that 
out of our budget. The entire gross amount is covered into the 
Treasury. 

Mr. Gary. You also have to pay the entire cost of collecting the 
highway funds for the Treasury Department, if I am not mistaken. 
We tried last year to correct that situation but apparently the highway 
people have a majority in the Congress and that majority would not 
let us adopt that practice. I personally think that is an expense that 
should be charged up to the highway fund and not the General 
Treasury. But the majority did not see it that way. I do not know 
whether there is any use in raising that question again this year or not. 


INCREASES REQUESTED FOR 1960 


Can you give us a breakdown on the increase that you are asking, 
the $9,333 million over and above the increase for pay supplementals 
and the postal pay. 

Mr. Larnam. As I understand it, Mr. Chairman, that figure was 
$7.7 million, but Ithink Mr. Hume can give us the exact figures. They 
are on page 160 of our budget book. 

Mr. Hume. The additional salary cost for the extra day’s pay is 
$1,079,814. 

The annualization of 1959 promotions, the additional cost in 1960, 
is $1,760,242. 

New promotions in 1960, $1,587,544. 

Additional personnel, $4,398,053. 

Less transfers of rental costs from our budget to General Services 
Administration budget, $114,345. 

Those items in total together with this year’s appropriation of 
$325.5 million, plus the additional salary costs under Public Law 
85-462, which is $30,411,692, and the increased postage cost because of 
Public Law 85-426 of $877,000 make up our request of $365.5 million. 

Mr. Larnam. I think your figure did not include the extra day’s pay, 
and that is almost $1,100,000. 

Mr. Gary. $4,400,000 of that is for the additional personnel ? 

Mr. Laruam. That is correct. 


ADDITIONAL PERSONNEL REQUESTED 


Mr. Gary. Assuming that we authorize the employment of that 
additional personnel, how soon do you think you can employ them? 
Mr. Larnam. That is difficult to answer. It depends on the labor 
market in the various parts of the United States. We would begin 
utting them on immediately. My guess would be—and perhaps Mr. 
eb can answer that better than I because he is in charge of our field 
operations—my hope would be that we could have them pretty well 
staffed by the first of the year. 

Do you have any comment to make on that, Mr. Loeb? 

Mr. Lozs. Commissioner, it seems to me that we would be able to 
move on it very rapidly as of the first of July, because most of these 
— are ones we are currently interviewing and will be able to put 
on the rolls. We have a recruitment program which ties in with the 


college graduations. We are moving forward with that all of the 
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time. Just as soon as we are aware of the availability of the funds 
for these personnel then we would step up our recruitment program. 

Some of them, for example, revenue agents and revenue officers, 
would come out of our college recruitment program. So that we 
would hope we would move into it beginning with the first of the fiscal 
year. 
” Mr. Gary. Is that estimate of $4.4 million for a full year employ- 
ment of all of the men ¢ 

Mr. Hume. Yes, sir. It is. That would give us the 726 man-years, 
broken down as Mr. Latham outlined a few moments ago. Now, the 
937 man-years of temporary help of course would be employed during 
the following filing period and would involve a lot more people than 
that for a relatively short time. 

But these others, coming as a majority of them do, from the college 


graduating classes, and we have a good market there as we discussed 


last year—we believe that we could put them on close enough to July 
1 to get our full number of man-years. If we run half a month’s or 
so delay, we could make that up by adding just a very few to the 
number. 

Mr. Gary. Then I believe the Commissioner stated that the esti- 
mated promotions among that group would cost about $400,000 the 
following year. 

Mr. Hume. That is right, sir. 

Mr. Gary. So the total cost of keeping all of those employees on 
the roll during the following fiscal year, fiscal year 1961, would be 
$4,800,000. Is that correct ? 

Mr. Hume. That is right, sir. 

Mr. Latuam. That is right. 

Mr. Hume. Now, included in the $4.4 million there would be a 
little additional time. We have, for example, in connection with the 
revenue agents, a few clerks. We would not put them on but for 
about half of the first year because while the revenue agents were 
in training we would not need these additional clerks. 

So it is not all promotion cost. It is predominantly promotion 
money but not entirely. But the additional cost that you would be 
in fact committing would be the approximately $500,000. 

Mr. Gary. Mr. Commissioner, when Commissioner Andrews was in 
ofiice 1 think he told this committee he estimated that the Service 
needed an additional 5,000 employees to properly discharge its duties. 
My recollection is that while he was in office we increased the force 
by approximately 1,500. When Commissioner Harrington came in he 
decided that the best thing for him to do was to consolidate the gains 
and train the 1,500 personnel which had been added during Mr. An- 
drews’ administration. He, therefore, did not ask for any additional 
personnel. 

What is your idea as to the ultimate need ? 

_ Mr. Laruam. Mr. Gary, I cannot answer that at this time, for the 
simple reason that I have not been here long enough to arrive at a 
definite conclusion. I personally have been in entire sympathy with 
Mr. Harrington’s views as expressed before this committee. I feel 
that our first job is to make sure that we are getting all we can out 
of our present personnel. I think that the record shows that we are 
getting increased service from them. 
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It may well be that 6 months or a year from now as I study this 
I may conclude that we can have an adequate and in fact a 10 times 
return from some additional people, even those who are above those 
we are presently asking for. But my present thinking is that we 
still have a job to do in increasing efficiency and that presently I 
cannot see that we can effectively put to work more people than we 
are presently asking you to give us. 

AsI say, I may change my mind as we go along. 

Mr. Gary. Do you feel that if we grant this request, that you will 
have the Service at a point where it can function properly and satis- 
factorily without any additional personnel, at the present time at 
least ? 

Mr. LatHam. At the present time, yes. I want to be very careful 
not to commit ourselves for the future—I have no power to do so, 
of course, in any event—but in addition, circumstances may well 
change, and as we become more efficient and also explore these other 
enforcement fields, it may well be that we will find other areas that 
will be extremely productive of revenue and in which we can use 
additional help. 


RECRUITMENT OF ADDITIONAL PERSONNEL 


Mr. Gary. Do you think you will have any difficulty recruiting 
these men of proper caliber to fill these positions ? 

Mr. Latruam. No, I do not. One thing I should have mentioned 
that, was touched on by Mr. Loeb is that as a result of these pro- 
motional programs which have been instituted we are now able to 
obtain excellent men out of the top brackets in various colleges. We 
send people out in the spring—we will do that if our request is 
eg lone we can bring in these men and we have to train them. 

ut they are good men. They usually have an accounting back- 
ground, or a law background. We feel that from these groups, and 
we can have other groups, we will have no difficulty in getting the 
kind of people we want. 


EFFECT OF BLUE RIBBON PROGRAM 


Mr. Gary. One of the reasons for authorizing the so-called “blue 
ribbon” promotion program was to make the Service more attractive 
for the men that are in the Service. We have found that the Service 
was becoming merely a training ground for a lot of college graduates 
who wanted some experience so that they could go out and make a 
living practicing as tax attorneys or as tax accountants. Therefore, 
the turnover in men was very heavy and we were wasting a lot of 
money on training men who did not remain in the Service. 

What has been the experience as to the effect of the “blue ribbon” 
plan on the tenure of service of the men in the Service? 

Mr. LatHam. We feel, as I pointed out in my statement, that it 
has had a very good effect. The turnover during the last fiscal year, 
or what we call attrition, was more than a third Cae than in the prior 
year. We find people not only glad to come, but looking ahead to 
what the future holds for them if they take our training program 
and do their work properly. They get increased pay and are glad 
to stay. So it works not only in keeping our men with us but it is an 
inducement to new men to join us also. 
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Mr. Hume will give you the figures showing the percentage of 
separations for the last 3 years. 

Mr. Hume. In the fiscal year 1957, 8.7 percent of the revenue agents 
on the roll at the beginning of the year were separated from the Serv- 
ice; they left. 

In the fiscal year 1958 that was 6.4. 

For the first 6 months of the fiscal year 1959, converted to an an- 
nual rate, it is 4.6. 

That is from 8.7 to 6.4 to 4.6 in those 3 years. That is revenue 
agents. 

eo Gary. That is very encouraging. 


TRAINING PROGRAM 


What will be your policy, Mr. Commissioner, as to the training 
service? As you know, we had a college training service, we sent 
certain men to college. At onetime our committee found out that they 
were getting a great deal of training that they did not need and not 
sufficient training for their particular duties. That was abandoned 
last year, I believe, or the year before last, and an intradepartmental 
program was established. 

Can you tell us something about what your policy will be with 
respect to that program ? 

Mr. Laruam. Our study so far would indicate that the abandon- 
ment of the so-called college training program was proper; I do not 
propose to reinstitute it. Instead we propose to do the training 
within the Service and generally using men within the Service as 
instructors. Occasionally we may draw in from the outside, to lec- 
ture or to teach particular individuals, some outsiders who can come 
in and give us a fresh viewpoint. 

Mr. Gary. I hope you are giving in that service a course in cour- 
teousness. I have a feeling that the taxpayer, regardless of what else 
he gets from the Government, is entitled to courteous service and some- 
times he does not get it. 

Mr. Latuam. Mr. Gary, I feel that so strongly. I can assure you 

that we are making every effort to do that, not only in our training 
program, but a constant reiteration of that is a basic policy of mine, 
right from the regional commissioners down to the district and down 
to the lowest level. I personally see no reason why our taxpayers 
should not have every consideration, including courteous treatment. 
It is hard enough as it is. 
_ Mr. Chairman, it just occurred to me that apropos of the point you 
just made, that you might be interested in one paragraph of my 
Christmas letter to the Service, the Service employees. T had just 
been talking about Service morale. I said: 

By the same token, however, I think we should give earnest attention to what 
might be termed taxpayer morale. The job of the tax collector is not an easy 
one. I do not need to point out, however, that there are various ways of doing 
the job. Obviously our primary aim should be to collect the revenues as pain- 
lessly as possible. This requires patience, tact, and understanding. 

I believe every word of that myself. 

Mr. Gary. That is fine. 

I have had complaints from time to time with discourtesies in the 
Revenue Service. I am glad to say that they are very infrequent 
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and I think for the most part the Service has done a very eflicient and 
courteous job. 

I believe that we have a very excellent Internal Revenue Service. 
But no organization is perfect, and it can be improved at all times. 
I think that by stressing those matters that sometimes are overlooked 
in training, you might approach closer to perfection. 


Mr. Latuam. We shall do so. 
USE OF ELECTRONIC MACHINES 


Mr. Gary. What progress are you making in reducing your work- 
load through the use of electronic machines? 

Mr. Latuam. Not very much to date. In the first place, speaking 
of a strictly electronic machine, there is no such mains at present 
that can do what we want it todo. 

I should add in the beginning that I am not qualified to speak in 
detail on that because, as I said in my earlier statement, it is an area 
where I have not had an opportunity to go into in great detail. 

Mr. Gary. You do have electronic machines for checking the math- 
ematical accuracy of the returns, do you not ? 

Mr. Laruam. I do not believe they are electronic machines. I 
think it is done by hand operation. The Service Center operation 
has certain electronic machines that do certain mechanical checking 
there, but not for feeding onto tape the information that we basically 
need for the future. 

Mr. Gary. I remember some time ago going through the New York 
and Philadelphia offices. They showed me electronic machines that 
they were using then. Have you abandoned the use of those ma- 
chines ? 

Mr. Latuam. No. I misunderstood you. I was talking about 
other types of electronic machines that would do this overall job 
from an enforcement standpoint. 

Mr. Gary. They divest us machines there that would check the 
calculations on the returns with astonishing rapidity. 

Are they still using those ? 

Laruam. Yes. They are being used and are being developed 
further. 

Mr. Gary. Most of the departments that handle large numbers of 
transactions such as you have, are making very rapid strides in the 
development of electronic machines. I hope that you will continue 
to work on that problem and develop some machines that can reduce 
your costs. 

Mr. Lara. May I make this statement, Mr. Chairman. You can 
rest assured that that is one of the basic aims I have in mind. 


EXPANSION IN SERVICE CENTER WORK 


You are familiar with our Service Centers now, the three that we 
have. Weareeach year increasing the number and the type of returns 
that go into those Service Centers for processing. We propose this 
current year, I believe, to put through these Service Centers some 
47,900,000 of the returns that are filed. More than half that are filed 
in the United States, or approximately half, will go through these 
Service Centers for processing. Continued expansion is anticipated 
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‘in Service Center work with a total of approximately 53 million re- 
‘turns anticipated to be processed, in these centers during fiscal year 
1960, for example, we propose to send in and are sending an increasing 
‘number of the 941s that the employer files for his employee. Ulti- 
imately they will go in from all over the United States. And these 
electronic machines there, to the extent they can, will continue to 
function. 

What I had in mind are the overall machines that can remember 
‘what everybody in the country that ever filed a return did and that 
‘can make these comparisons automatically so that we can know quickly 
whether a man that filed this year filed last year and so forth. 


‘COLLECTION OF TAXES DURING HIGH EARNING PERIOD OF TAXPAYER 


Mr. Gary. You are stressing some of your difficulties of enforcement. 
‘We were rather shocked a few years ago at some very striking cases 
‘that came before our committee. One of them was in Philadelphia 
where a man of tremendous wealth, one of the leading lawyers in the 
town, who had accumulated some several millions of dollars, had never 
‘filed a tax return. It was a little difficult to understand how they had 
overlook a man of his prominence and of his apparent earning capacity. 

Another situation that we had at that time involved the boxer Joe 
Louis. Louis, of course, made large sums of money during his boxing 
career and he apparently filed his returns regularly and claimed certain 
deductions as expenses. When his returns were audited sometime 
later on, some of these deductions were not allowed. In the meantime 
noc a tt from the ring and his earning capacity was greatly 
reduced. 

The Government claimed that he owed over $1 million in taxes, 
and he was then unable to pay. 

We insisted at that time that something ought to be done to cor- 
rect that situation, either by a withholding tax on the earnings of 
these boxers, or by a more prompt examination of their return so that 
a situation of that kind would not recur. 

We were told by Mr. Harrington that he was taking steps to pre- 

vent such occurrences in the future. 
_ Are you handling that situation today with these boxers and others 
in similar circumstances so that you will collect the proper taxes dur- 
ing their periods of high earning capacity so that they will not have 
these tremendous tax burdens saddled upon them after their earnings 
have declined ? 

Mr. Latuam. Yes. We are doing all in our legal power. 

Of course, we cannot withhold, in the normal sense, from that. We 
have no power todo so. But we can and do make an immediate audit 
of the return before the time passes that he gets an opportunity to 
spend all his money. 

Mr. Gary. Have you considered offering any legislation to help 
you in taking care of this situation ? 

_ Mr. Laruam. I have not as yet, Mr. Gary, and I do not believe any 

is pending. As you know, under section 6851 of the code, I have 

uuthority to terminate a taxable year where conditions are such as to 

indicate jeopardy to the revenue. I understand that in a few in- 

stances we have resorted to that authority in order that we might 
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make an immediate assessment and levy on the purse before money 
had been dissipated. _ 

I think our study would show—and I am not expressing any final 
opinion—that special] legislation in this limited area might be difficult 
to draft and perhaps difficult to administer. We shall certainly be 
glad to consider the matter. 

Mr. Gary. It might be difficult to justify from a constitutional 
standpoint. It might be discrimination, I do not know. But I think 
it is a field in which you should make some study, because the enact- 
ment of proper legislation, in my opinion, would help the individual 
as well as the Government. 

Certainly Joe Louis found himself in a very difficult situation when 
he was confronted with a $1 million tax liability after his period of 
large earnings had ceased. 

That not only applies to the boxers, it also applies to all profes- 
sional athletes and to others who have relatively short periods of very 
high earning power and then taper off. 


WAGERING TAX 


How is the wagering tax working now? 

Mr. Latuam. Probably not too satisfactorily. 

We have figures here which will show the decline in the number of 
stamps that are being purchased. 

Do you have the figures there, Mr. Hume? 

Mr. Hume. Yes; I do, sir. 

Mr. Laruam. I have some interesting figures here. In fiscal 1952 
there were 19,855 stamps issued. That declined until in fiscal 1958 
there were 8,100 stamps issued. 

Now, that does not tell the whole story, because the number of re- 
turns filed, that is, the form 730, which is a monthly excise tax return, 
was 39,000 in 1952 and reached a high of 70,000 in 1953, and in 1958 
was 57,458. 

Mr. Gary. Do you have a table on that? 

Mr. Lata. Yes. 

: Mr. Gary. Will you insert that table at this point in the record, 
sir? 

Mr. Laruam. Yes. 

(Tabulation referred to follows :) 


WaGERING Tax RESULTS 


Collections 


{Thousands of dollars] 





Occupa- 
Fiseal year Excise tax tional Total 
tax 
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Returns filed ? 
Form 730 | Form 11-C 3 
Fiscal year (monthly /|(occupational Stamps 
excise tax tax‘and- issued, 
return) registry) 
39, 472 18, 550 19, 855 
70, 638 19, 218 15, 710 
66, 095 7 13, 583. 
57, 305 13, 255 11, 013 
55, 753 12, 152 9, 562 
51, 234 410, 483 8, 736 
57, 458 10, 250 8,121 

















1 Wagering taxes became effective Nov. 1, 1951. 

2 Beginning 1955, excludes returns awaiting processing at close of fiscal year. 

3 Includes supplemental filings due to changes in business name, address, employees, etc. 
4 Revised. A 


ESTIMATE OF GROSS TAX COLLECTIONS 


Mr. Gary. The table on page 161 of the justification indicates that’ 


there were no estimates for gross tax collections in 1959 and. 1960. 
Are not such estimates a part of the revenue estimates included in 
the President’s budget ? 

Mr. Laruam. Yes. Those estimates, however, are made by the 
Secretary of the Treasury based upon statistical information fur- 
nished by us as required by law. 


REORGANIZATION OF REVENUE ACCOUNTING AND PROCESSING 


Mr. Gary. Will you please explain how the reorganization of the 
revenue accounting and processing branches clarified the fringe area 
between the collection and audit divisions? 

Mr. Laruam. That, I assume, refers to the processing area, the 
Pittsburgh plan. This is something, Mr. Gary, that I have some 
familiarity with. But I was not here, of course, at the time it was’ 
done. 

As I understand it, Mr. Harrington found that there had been a 
development in the audit program which was effective and workable. 
But there had not been a proper development and training in the 
collection and processing area; which, of course, is distinctly differ- 
ent. So we adopted what is really a part of the blue ribbon program. 
That is a plan whereby we went over the entire collection area an 
separated out where there was any possible overlapping with. audit. 

Then we took those people who were doing it—and I might add that 
in general they had not been, in our judgment, properly classified or 
properly trained—and proceeded to set up an entirely different ap- 
proach based upon the work to be done. 

In other words, we tried to measure the work by each individual’s 


capacity and then train them to do more and better work. We refer, 


to it in the Service as the Pittsburgh plan because that was the office 
in which this program was first tried out. Now it will go in this 
spring, in every office we have. 

We have found it an extremely effective program. So that while 
we pay higher salaries here we cut personnel and: there is no addi- 
tional cost. The result has been to separate out any overlapping 
between collection and audit, so that each activity moves on its own. 
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REPLACEMENT OF VEHICLES 


Mr. Gary. Will you specify, please, the age and mileage condition 
of the 40 pursuit cars which will be replaced ? 

Mr. Latuam. Mr. Hume has that information. 

Mr. Hume. Yes. We are going to replace a hundred, Mr. Chair- 
man, and we want to buy 40 of these special pursuit cars; not to 
replace pursuit cars but to replace ordinary cars. It-has only been 
in the last 2 or 3 years that we have bought pursuit cars. But we 
do have the condition of the 100 cars being replaced. 

Mr. Gary. What standard do you use? 

Mr. Hume. The regular GSA standard. 

Mr. Gary. You state on page 165 of the justifications: 


It is estimated that 40 of these pursuit cars will be replaced in fiscal 1960. 


This is the reason we are questioning why they have to be replaced 
so soon, because they were just recently purchased. 

Mr. Hume. That can only mean, sir, that 40 of the cars that we 
are going to replace are used in pursuit work. But they are not special 
pursuit cars, because these cars that we are replacing are all old and 
they all have very high mileage. 

Mr. Gary. If you will, just insert the information concerning them 
at this point in the record. 

Mr. Hume. The mileage and age? 

Mr. Gary. The age and mileage, at this point in the record. 

(The information referred to follows :) 


Summary of replacement vehicles 


As of June 30, 1958, the Internal Revenue Service had 1,207 vehicles of which 
421, or 35 percent of the entire fleet, met the GSA replacement standards of over 
60,000 miles or 6 years of age. 








Number of 

Mileage or age: vehicles 
I a a i a re 271 
ET NN i eh ee cles d ares 
I I 3s ae 
Over 6 years of age, but less than 60,000 miles____.._________________ 49 
Total__ ee intgheely Cts witidaae bizancmea sete terouso sist be 421 





The 100 new vehicles to be purchased, including the 40 specially equipped for 
pursuit, will replace 100 of the vehicles indicated above. 

The cars selected for replacement will be those in poorest condition, of 
course, and by the time they are replaced (in fiscal year 1960) will have more 
mileage and age than shown in the above schedule. 

Mr. Hume. The only reason we would replace other than for age 
and mileage would be if any of them had been in a wreck. 

Mr, Larnam. As I understand it, to clarify the record, we have 
been using certain cars as pursuit cars which are more or less standard 
cars and now we are asking for special cars, especially equipped for 
this pursuit work. 


COST LIMITATIONS ON SPECIALLY EQUIPPED CARS 


Mr. Gary. We raised the question yesterday with reference to these 
specially equipped cars. At the present time there is a limitation on 
the cost of these cars. You have request language here, as did the 
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Secret Service and several of other divisions, which would remove 
the limitations altogether. We have asked Mr. Johnson, the budget 
director, to work out language in each case which will take care of 
the needs of the Department and at the same time not completely 
eliminate all limitations. 

We do not feel that Congress would be willing to go along with 
elimination of all of the limitations. Mr. Johnson will work with 
you on that and try to rephrase this language change so as to take 
care of it. 

Asa matter of fact, you say in your justifications: 
of which 40 are for police type use, may exceed by $369 each the existing pur- 
chase price limitations. 

Under your language that you have requested in the bill, however 
there would be no limitation and you could pay $10,000 for them if 
you so desired. 

Mr. Laraam. Yes. We will have no difficulty working that out, I 
am sure, Mr. Gary. 


LEGISLATIVE LIAISON EMPLOYEES 


Mr. Gary. How many positions in the Service are classified as legis- 
lative liaison ? 

Mr. Laruam. So far as I know, I never heard of that classification, 
Mr. Gary, as such. We have people who spend time as required, but 
they have other designations. 

Mr. Gary. How many man-years are devoted to this function? 

Mr. Larnam. So far as I know—I can be corrected—we have no 
breakdown. 

Mr. Hume. I am sure that we do not. We have a number of people, 
particularly in our technical area, and in the Chief Counsel’s office 
who will be on call to the congressional committees working on tax 
legislation. 

Mr. LarnHam. The Assistant Commissioner—technical, and in the 
Chief Counsel’s office there are a number of people who are on call 
for any work that any committee of the Congress may want them to 
do. But it varies so radically from year to year that I am sure we 
have never made a determination as to man-years. 

We might make an estimate if you would care to have it and insert 
itinthe record. But Iam sure we have nobody so designated. 

Mr. Gary. If you can make an estimate, we would be glad to have 
that for the record. 

(The information referred to follows :) 


MAN-YEARS DEVOTED TO HANDLING CONGRESSIONAL MATTERS 


It is estimated that a total of approximately 70 man-years of employee time 
under the functional supervision of the Chief Counsel and the Assistant Com- 
missioner (Technical) is utilized in work directly related to matters involving 
legislative contacts. 

OFFICE OF CHIEF COUNSEL 


In the Office of the Chief Counsel the following functions are included: 
Legislative and Regulations Division 


The Legislation and Regulations Division, subject to the general supervision 
of the Assistant Chief Counsel (Technical), is responsible for the work of the 
Office of the Chief Counsel in connection with all legislation affecting the various 
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internal revenue taxes (other than legislation relating to alcohol, tobacco, and 
certain firearms taxes). The Division, upon request of representatives of the 
Treasury Department, the staff of the Joint Committee on Internal Revenue 
Taxation, the technical assistants to the congressional committees, or the rep- 
resentatives of the Office of the Legislative Counsel of the House or Senate, 
participates in the consideration of problems concerning proposed provisions of 
law and in the drafting of such provisions. Upon request, the Division also 
furnishes technical assistance to the advisory groups appointed by the Subcom- 
mittee on Internal Revenue Taxation. In addition, the Division participates in 
the development of the tax legislative program of the Department and from time 
to time considers and prepares or reviews recommendations to the Treasury 
Department for the enactment of internal revenue legislation. When the Con- 
gress is in session, the Division prepares or reviews memoranda for use by the 
Treasury Department in the preparation of the Department’s report to con- 
gressional committees on proposed or pending legislation relating to or affect- 
ing internal revenue taxes. 

When the House Ways and Means Committee or the Senate Finance Com- 
mittee has commenced deliberation in executive session and decides on the adop- 
tion of particular amendments to the internal revenue laws, the Division partic- 
ipates with other representatives of the Internal Revenue Service and of the 
Treasury Department in assisting the Legislative Counsel of the House or Senate 
in the drafting of the statutory amendments. In addition to the drafting of the 
amendments to the law, the Division either prepares or reviews drafts of the 
technical portions of the commitee reports of both the Ways and Means Com- 
mittee and the Senate Finance Committee for submission to the appropriate 
congressionil personnel for consideration and review. The Assistant Head ora 
Special Assistant of the Division, when permitted by the committee, attends exec- 
utive sessions of the Ways and Means Committee and the Senate Finance Com- 
‘mittee when these committees are considering revenue legislation and affords 
such technica( assistance as may be requested. 

Approximately 22 man-years of attorney and suporting staff time are esti- 
mated to be used in the above work. : 

Claims Diviswn 

During the year 1958, the Claims Division devoted a total of 10 man-days in 
the preparation of legislative reports to congressional subcommittees, principally 
‘in connection with proposed bankruptcy legislation which would directly or indi- 
‘rectly affect the collection of outstanding Federal taxes in proceedings instituted 
under the provisions of the Bankruptcy Act. 

Review Division 

The principal function of the Review Division is the preparation of reports 

‘to the Joint Committee on Internal Revenue Taxation in connection with pro- 
posed refunds of $1 million or over. The Division also reviews the reports pre- 
pared by regional counsel in connection with proposed refunds of over $100,000 
“and less than $1 million. Therefore, it may be maintained that the entire time 
of 15 lawyers in the Review Division is devoted to preparing reports to be con- 
sidered by the staff of the Joint Committee on Internal Revenue Taxation and 
on occasion by the members of that committee. In addition, there are occasions 
when the Assistant Chief Counsel (Claims), and the Chief Counsel himself, are 
required to devote time in the preparation for and attendance at hearings before 
the staff of the Joint Committee on Internal Revenue Taxation in connection 
with joint committee cases which have been criticized by the staff. 


Alcohol and Tobacco Tax Legal Division 


Approximately 300 man-days were used in 1958 in preparing legislation, attend- 
Ang, congressional hearings, preparing reports on bills and in consultation with 
. administrative congressional personnel... In addition, it is estimated that approxi- 
-mately 50 man-days were spent in handling inquiries from individual Congress- 

men as to matters in the alcohol- and tobacco-tax field. 


ASSISTANT COMMISSIONER (TECHNICAL) 


In the offices under the direction of the Assistant Commissioner (Technical), 
approximately 30 man-years are devoted to congressional matters. These include 
(1) participation in drafting sessions with congressional committee staffs, (2) 
oreview of drafts of proposed legislation, (3) preparation of reports on bills, (4) 
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preparation of special reports for congressional committees, (5) development 
of the Service’s legislative program for presentation to the Secretary of the 
Treasury, and (6) congressional contacts, including personal visits and telephone 
conversations. 

Nore.—As shown above, the time involved relates to the drafting of legislation, 
preparation of reports, etc., and does not include any liaison work as generally 
meant by the term. 


TRAINING TRAVEL 


Mr. Sanax, What accounts for the cost of $550 per man for training 
travel? 

Mr. Laruam. Mr. Hume will answer that question, Mr. Gary. 

Mr. Hume. In order to train these people properly and profitably 
we have to get them together in groups. We may, for example, to use 
our country language, be going to work one of them in Alexandria, 
one in Winchester, and two in Roanoke, and so on, and there may 
be about five of them in Richmond. But we would need to get at least 
20 or 25 of those people together in 1 class to conserve their own time, 
the classroom time, and the instructor’s time. 

So that generally during a good part of their training period they 
are away from the post of duty to which they would be assigned. That 
accounts for it. 

Mr. Larnam. That includes not only the actual travel but the per 
diem which they are paid while they are away from their post of duty. 
Obviously, of course, we select a central point which is the least dis- 
ruptive on the part of the trainees. 

Mr. Hume. And also involves the least travel and per diem cost. 

Mr. Laruam. That is what I mean, the least travel required. 


CONTESTED TAX CASES 


Mr. Gary. How well are you meeting your goal of giving prompt 
consideration to contested tax cases ? 

Mr. LatHam. We are not meeting it as well as I wish we could. As 
I said in my statement, we last year fell a little behind; that is, we 
received more appellate cases than we disposed of. We are now hold- 
ing our own, and I hope we can reduce it. 

ut getting to the specific time, our aim now is to offer the taxpayer 
a hearing within 60 days, not more than 60 days after his case is 
before us. 

And I might add that the problem there is not entirely ours by any 
manner of means. Being a lawyer myself, I can speak rather freely. 
Lawyers, unless they are up against the gun, that is, unless the case is 
set for trial, have a tendency to keep postponing it. Our problem 
is to get them to come in for conferences short of that time. 

But 60 days is our aim. 


INTERNAL SECURITY PROGRAM 


Mr. Gary. What is the relationship of your internal security pro- 
gram to the Civil Service Commission ? 

Mr. Latuam. I do not know exactly what you have in mind. 

Could you answer that question, Mr. niet 

Mr. Hume. I think so, Commissioner. 
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There is no duplication. We do conduct certain investigations on: 
people that are applicants under consideration for appointment. Our 
own internal security people, of course, do take care of any situations 
that arise among employees. From time to time there are allegations 
made concerning our employees which have to be checked out for 
the protection of the Service and also for the protection of the of the 
employees. Frequently they find that these allegations are false. 

They work very closely with the Department of Justice, with the 
FBI, and with the Civil Service people so that they do not cover the 
same ground that Civil Service will cover in its investigations. 

Mr. Gary. You do work closely with the FBI on it? 

Mr. Hume. Yes, sir. 


Mr. Gary. And do you have your work well coordinated with them?’ 


Mr. Hume. Yes, sir; I am sure. 
Mr. Latuam. Very well. 
Mr. Hume. Very well, indeed. 


REPEATED DELINQUENCIES 


Mr. Gary. What policies are in effect on repeated delinquencies? 

Mr. Latnam. Do you mean with respect to taxpayers? 

Mr. Gary. Yes. 

Mr. LatHam. We get just as tough as we can possibly get with 
respect to repeated delinquents. We try to be polite where possible, 
but repeaters, we go after them in the best way we possibly can. 


EXTENT OF TAX EVASION 


Mr. Gary. What is your estimate of the extent of tax evasion at the 
present time? 

Mr. Latuam. That is a very difficult question to answer. We do not 
believe that it is any worse today than it has been in the last 10 years. 
As a matter of fact, one of the things that troubles us, however, is 
that we have less complaints made he 
have had. 

Mr. Gary. What is your policy as to referring cases to the Depart- 
ment of Justice for prosecution ? 

Mr. LatHam. We have the same policy on that that we have had 
for many years. As soon as the case has cleared through our neces- 
sary procedural steps, which is usually agreement at the regional 
counsel level with the intelligent unit, then the case is automatically 
sent on to Justice for prosecution. 


Mr. Gary. And it is up to them to determine whether or not the: 


case will be prosecuted ? 

Mr. Latruam. That is correct. 

Mr. Gary. You have no say in that whatever ? 

Mr. LatHam. None whatever, except that in case of their refusal 
to prosecute we may and do occasionally protest. But they, of course, 
have the final word. 


REDUCING INCONVENIENCE AND HARDSHIP TO TAXPAYER 


Mr. Gary. What is in prospect in the way of reducing inconven- 


ience and hardship to the taxpayer while maintaining the honesty and’ 


impartiality of enforcement ? 


ut alleged violators than we- 
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Mr. LatHam. We have this thought in mind: Now, when I talk 
-about enforcement, general enforcement breaks down, of course, into 
two categories, the normal enforcement involving no fraud and then 
the fraud. 

With respect to the former, we shall do the best we can do to first 
be as sure as we can that the return has been properly selected so that 
it shows on its face the possibility of error. Then we want to make 
sure that our agents are properly trained so that they can pick out the 
errors and arrive at a just figure, and finally that they treat the tax- 
payer with all the courtesy in the world. 

That is our program and it is about all I know of that we can do 
‘on that half of it. 


ANDREWS PLAN 


Mr. Gary. Has the so-called Andrews plan under which the De- 
partment would have used the social security records and thereby 
eliminated the necessity of the filing of individual tax returns in 
certain cases been completely abandoned ? 

Mr. Latuam. It has, so far as I know. As a matter of fact, I spent 
almost 2 hours or a hour and a half at least discussing that whole 
situation in the office yesterday afternoon. : 

There are many problems involved. One concerns policy matters, 
so far as the Treasury Department is concerned. That is the feeling 
that individuals ought to file returns so they know something about 
what they are doing. There were other mechanical problems that 
were involved that are rather detailed, and I will not attempt to go 
into them. 

The problem, however, of being able to combine the filing of the 
social security with the W-2’s and having them sorted in one agency 
and checked in one agency instead of our present practice which, as 
you know, is to keep the W-2 and send on the schedule from the 
employer’s 941 return showing the social security is still being worked 
on. Our dividing point there has been primarily the question as to 
the cost of the whole operation in case it were carried on by Social 
Security, which has been the suggestion. They jealously, and nat- 
urally so, guard their trust fund. 

That is still in contemplation. I hope within this year that we can 
work something out. 

The primary benefit of it, we feel, Mr. Gary, would be not so much 
of a saving to either the Internal Revenue Service or Social Security, 
but it would be an immense saving to the employers of the country. 


PUBLICATION OF RULINGS 


Mr. Gary. What can be done to expedite the issuance of cumula- 
tive bulletins of the Internal Revenue Service ? 

Mr. Latuam. The bulletins of course are issued regularly. 

What you are referring to I am sure are the rulings that go into 
that. We have speeded that up very largely and I hope to continue 
speeding that up. 

One of the ihiings that delays us is the determination which is so 
far made—and I am inclined to be in mpeihy with it—that all of 
the rulings that are published must be approved by the chief counsel. 
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Anything which requires this type of additional review necessarily 
results in some delay. 

Mr. Gary. Do you control the distribution of these bulletins? 

Mr. Latuam. Yes. 

Mr. Gary. We have a reason for that question. There was a com- 
plaint here from a certified public accountant. He claims that the 
time lag is 5 or 6 months. 

Mr. Latuam. I suppose he is talking about time lag between the 
time we issued it to him and the time it is published. There is a 
substantial time lag, which we are endeavoring to cut down. The 
time lag, as I said, is not only due to the fact that they are reviewed 
by the chief counsel, but the process of selecting the ruling for pub- 
lication is a very difficult one. 

We cannot publish them all. But we have assured your committee 
in the past that we will endeavor to publish all those of general 
interest. The selection process is a difficult one. 

I might add that in particular, where we are now working on the 
Treasury information releases as you know, where we take a position 
with respect to a particular point, we can make a release with respect 
to it right away without having to wait for it to be published in the 
bulletin. , 

We recognize the timelag and are endeavoring to reduce it. 

Mr. CanFreLp. Commissioner Latham, you have been Commissioner 
of Internal Revenue about 3 months? 

Mr. Latuam. Yes, sir. 

Mr. Canrtevp. And I feel that you made a very humble, a very 
forthright, and a very knowledgeable statement here this morning, re- 
specting your responsibilities and your approach. I like the reference 
you made to your predecessor, Mr. Harrington, who was always a 
very dedicated and a very efficient Commissioner of Internal Revenue. 

I hold in my hand a Treasury Department Release of November 5, 
1958, which I read: 

Among other things, on assuming office, Mr. Latham issued the following 
statement: “I am deeply honored by the President’s appointment of me as Com- 
missioner of Internal Revenue. I am especially privileged to return to an agency 
in which I did serve briefly 30 years ago. I can only say now that I will do all 
in my power and ability to administer it fairly, honestly, and competently, in 
accordance with the laws of Congress and the long tradition of equitable service 
to all citizens. 

“T have known for years of the high caliber and devotion of Internal Reve- 
nue Service employees and I am proud to be associated with them again in this 
challenging assignment.” 


SERVICES OF FORMER DEPUTY COMMISSIONER DELK 


Commissioner, I think it quite proper that taking over an assign- 
ment of this kind you should have the right and privilege to call in for 
service alongside of you, as your alter ego so to speak, one that you 
have known for a long period of time because of his background and 
ability to do the job; however, speaking as one member of this com- 
mittee, I always respected Mr. Gordon Delk, who was Commissioner 
Harrington’s Deputy, and I always felt he was a very good witness 
before this committee. 

ty understand that he is leaving the Internal Revenue Service for 
good ? 
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Mr. Laruam. That is right. He resigned, effective January 31....: 

Mr. Canrrietp. Do you know where he is going or what he is going. 
to do now? I 

Mr. Laruam. He told me that he long wanted a little vacation. He: 
has been approached on a number of occasions for substantial outside. 
employment. He has refused to consider those in any detail, feeling 
he should not do so while he had any definite commitment within the. 
Government. 

He is making a selection, as I understand it, from a number of op- 
portunities that have presented themselves to him. Just which one he 
will take I don’t know, and I believe when I talked to him on Friday 
he, himself, didn’t know. 

I regard him as an able, dedicated individual, and while he was here 
he was of immense help to me. 

Mr. Gary. As a matter of fact, it seems to me I saw in the paper a’ 
day or two ago that the Secretary had given Mr. Delk one of the 
Distinguished Service Awards. 

Mr. LatrHam. Yes. I am happy to have that show of record. He 
was given the gold medal and lapel pin which is the highest award 
made by the Treasury to a nonappointee for exceptional and meri- 
torious service, and a special ceremony was held a week ago tomorrow’ 
in the large room where I was sworn in, on the fourth floor of the 
Treasury building. ' 
‘ Mr. eon T am sure that all the members of the committee wish 

im well. 

Now, Commissioner, Mr. Fox, who has been named to take his place 
as your Deputy, is not here now, is he? 

Mr. Laruam. No. He will arrive here next week sometime. 

Mr. Canriexp. He is, I believe you said, a 30-year career man? 

Mr. Latuam. He is a career Internal Revenue Service man. 


TAXPAYER MORALE 


Mr. Canrtetp. Former Commissioner Harrington was also inter- 
ested in developing a higher morale amongst the employees of the 
Service, and he, like your own self, made it a practice of sending to 
the employees at Christmas time a very fine letter. We had it incor- 
porated in the record in the last year. It appealed to me in a big 
way. 

I like the way you are making morale amongst the employees one 
of your major items of concern and I like what you say about tax- 
payer morale. 

Now, in developing taxpayer morale, you have in mind doing away 
with any delays in answering mail. Frankly, in the years gone by 
these delays plagued taxpayers immeasurably ; there were times when 
mail just simply was not answered by the old Bureau of Internal Rey- 
enue. ° 

What other approaches do you have in mind toward boosting tax- 
payers’ morale? 

Mr. Latuam. I think there are four main avenues, Mr. Canfield, 
which I 7 mentioned. I think—and I don’t know which has 
priority—but I think that answering correspondence is one. The 
ability to properly credit taxpayers with the payments which they’ 
make so that they won’t be dunned two or three times, which too often’ 
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occurs, is another one, and a very simple one, but a very important 


Another one is to dispose of controversies with regard to tax liabil- 
ity as quickly as can be done, and the fourth one is just the sense of 
common courtesy which Mr. Gary mentioned, and which we discussed. 
I think that practically everything else is more or less a variation of 
that whole problem. 


PAY LEVELS AND REVENUE PRODUCTION OF NEW PERSONNEL 


Mr. Canrievp. Speaking personally again, I think that the pay 
level for the men about whom you are concerned now, is very import- 
ant. 

You are asking for $3.3 million additional for promotions during 
the fiscal year. I think that pay level has been too low. I simply 
cannot understand how you have been able to get trained men at the 
present salaries being paid and I think that you are moving in the 
right direction. 

ow, you tell us that fully trained men in the fiscal year 1961 will 
be able to produce $60 million of increased revenue for $4.8 million 
expended ? 

r. LatHam. That is our belief. 

Mr. Canrievp. That is a ratio of about 13 to 1, and during the 1960 
fiscal year you can produce at the rate of about 9 to 1? 

Mr. LatHam. That is right. 

Mr. Canrtetp. That is good. I think that that being true, it is 
only proper that we do what we can to get this increased intake. 


NUMBER OF RETURNS FILED AND AUDITED 


Now, Commissioner, you tell us that 93.5 million returns were filed 
during calendar year 1958? 

Mr. Latuam. 93,500,000. 

Mr. CanriELp. 931% million returns were filed during the calendar 
year of 1958. You say that the audit force completed examination 
of 2.6 million returns. Is that the latest story of the ratio of returns 
examined ? 

Mr. Larnam. That is correct. And, as a matter of fact, as I 
pointed out in my opening statement, that was a little higher per- 
centagewise than we audited in the prior year, 7.6 percent more than 
the fiscal year 1957. 

I might add, Mr. Canfield, that that is not as inadequate as it might 
appear, because, as we pointed out before that on 33 million of these 
returns there were actually refunds, and in addition, many millions 
more of the low returns require no particular audit, that is, we can 
tell on the face of them that there are few if any problems involved 
with respect to the audit or necessity for audit. 

Mr. Canrietp. Commissioner, I think it is good that this kind of 
publicity should flow from these hearings, that more and more returns 
are being audited each year. It puts the taxpayers on notice that the 
Internal Revenue Service is on the job. What would you say about 
what is going to be made public about this—I mean putting the tax- 
payers on notice that additional returns will be audited, examined 
and audited during the new fiscal year ? 
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Mr. Latuam. I would say this—and I mean it most sincerely: First, 
we propose, within the limits of our budget, to step up the number 
of returns that are audited each year and, second, the public should 
realize that we do not have a set pattern on the returns which we do. 
audit. Now, that is for two reasons: First, we are seeking better: 
techniques, th 
revenue. As I mentioned this morning, we have a trial-and-error 
method, and change each year with respect to that phase of it. But, 
furthermore, we want to make, insofar as we can, in a reasonable cycle: 
period, a complete audit of everybody’s return who would appear to 
even possibly have any substantial revenue so that no taxpayer can 
ever feel that he is secure from an audit. He may not be picked this 
year, but he may be picked the next 3 years. 

Mr. Canrte.p. It is no doubt surprising to you, I assume, as to the 
number of people who should know better and who are simply not. 
filing returns. 

Mr. Latuam. It is amazing. 

Mr. Gary. Will the gentleman yield ? 

Mr. CAnFIELb. Yes. 

Mr. Gary. Usually when you make an audit you go back for 3 years? 

Mr. Laruam. Not necessarily. It depends upon the particular sit- 
uation. If this particular man has not been audited for 3 years 
and it would appear from the return which we have before us that 
there are errors in it and that those errors might—or similar errors— 
might have appeared in prior years, then we would go back; but I 
don’t believe, as a matter of fact, and I think Mr. Loeb can answer 
that better than I, since he is head of operations, but we do not auto- 
matically go back 3 years. 

Mr. Logs. That is correct. We do not automatically go back. 


CRIME SYNDICATES 


_ Mr. Canrrexp. Last year there were important disclosures concern- 
ing crime syndicates, notably the maffia, and the Internal Revenue 
Service was brought into that picture along with the Department of 
Justice and other Treasury agencies, such as the Bureau of Narcotics. 

Commissioner Harrington was before us. I believe Mr. Stowe was 
the witness at the time. He said that the matter was a very active 
one. Isit still very active? 

Mr. Laruam. Yes. May I go off the record ? 

Mr. Canrtexp. Is there anything you could say for the record first? 

Mr. Latuam. Nothing, except that our investigation is proceeding. 
Our investigation is proceeding with every one of the individuals at 
that particular meeting. So far my understanding is that it has not 
yielded too much in the way of revenue, but it is by no means com- 
pleted, and we are cooperating with Justice and Justice with us in 
endeavoring to work out a real solution. 

Mr. CanFtetp. Do you want to go off the record now ? 

(Discussion off the record.) 


AMERICAN TAXPAYERS LIVING ABROAD 


Mr. Canrievp. Commissioner, what is the situation respecting 
American taxpayers living abroad ? 


at is, to audit the returns which would yield the most: 
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.' Mr. Larnam. We have what is known, as you know, the Interna- 
tional Operations Division. That Division, which functions right 
here in Washington, has representatives stationed in various parts of 
the world. 

‘One of its functions is to, by whatever means possible, ascertain 
the names, addresses, and other information as to Americans, as well 
as foreigners, who have funds invested in one way or another in the 
United States, and to ferret out the income from them. 

‘ Of course, you are familiar with the laws providing for withholdings 
under certain circumstances, where American corporations are con- 
‘cerned, but that by no means covers the entire picture and, as I men- 
tioned this morning, we have a number of cases in which the amount 
of tax uncovered runs well into seven figures, and we are pursuing 
that very rapidly. As a matter of fact, that is one of our operations 
that I want to take a particular look at as Commissioner. We find a 
number of situations in which we have just plain evasion involved. 
There are others that are really what I might term “illegal avoidance,” 
and the amounts involved are often very large. 

Mr. Canrietp. Do we understand that Charlie Chaplin has settled 
his accounts with the Internal Revenue Service of the United States? 
Mr. Larxuam. That is correct. I personally approved that 
‘settlement. 

Mr. Canrterp. And that was in what amount ? 

Mr. Latuam. It was $400,000 or $425,000, as a matter of fact, in 
settlement of a claim of $700,000. I personally thought—and still 
think—that is one of the best settlements we ever made, and that is 
for two reasons: 

In the first place, as is often true, we can’t be certain that we are 
going to win the issues that are before the court, and you, of course, 
are familiar with the fact that many of our cases, in fact a great bulk 
of our Tax Court cases are settled short of an actual trial, but the 
really basic factor to me was the fact that we couldn’t find any money 
that we could lay our hands on. Therefore, we thought that that 
‘Settlement was quite good. 

May I go off the record for a moment ? 

“Mr. Canriecp. Yes. 
“ (Discussion off the record.) 


SIMPLIFICATION OF TAX FORMS 


* “Mr. Canrtetp. I know, Commissioner Latham, that you are always 
trying to simplify your tax forms. 

‘Mr. Larnam. First, I don’t have to tell you gentlemen that that is 
a never-ending source of study with us and with the Treasury. This 
year we are providing for the filing of form 1040—A for up to $10,000. 
We don’t know how many people will elect to use that form 1040-—A, 
and until we get some experience we won’t know. 

If it works, then we may extend that during the coming year to as 
high as $15,000 and the higher we can extend it, in $5,000 brackets, 
the more you cut down on the long form returns which present the 
real problems in preparation. 
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VISITS TO FIELD OFFICES 


Mr. CanrFietp. Commissioner, if I appraise you properly here to- 
day—and I think I do—you are going to be the type of man that will 
visit the field offices as much as you can and talk to the employees and 
do what you can to inspire their morale, and I hope you keep u 
your program of emphasizing to the taxpayers of our country that all 
Uncle Sam wants to get from them is an honest filing and an honest 
return and you and your men want to be just as helpful to them as you 
can, and that the instructions you issue to your men would be for 
them to be as courteous as possible. 

Mr. Latuam. Yes; and I might state for the record that I hope to 
visit every major office that we have during this year. We have 64, 
and it just simply is not possible to visit every one, but I do expect to 
visit every major office before the year is out and I shall certainly 
reiterate constantly the points you made with respect to the treatment 
to be accorded the taxpayers. 

Mr. Canrtevp. That is all, Mr. Chairman. 

Mr. Gary. When you go to a regional office, do you call in the offi- 
cers of the region or representatives from the other offices in the 
region ? 

Mr. Latuam. No; I haven’t done that as yet. The offices which I 
have visited I have done this: this is irrespective of whether it is a 
regional or district office, I ask the man in charge to prepare first for 
me a summary of his operations, the number of people involved, the 
people in charge of each activity, the knowledge and experience that 
they have with the Service, and then I have a meeting in, we will say, 
the regional commissioner’s office, just as an example, with his imme- 
diate assistants first, and we discuss briefly and generally the problems 
involved. You cannot possibly visit an office in less than a day and 
you should really take 2 days in each office if you are going to do 
anything about them. We discuss generally the problems involved 
in the whole group and then I go myself, instead of having each as- 
sistant’s staff come into the regional commissioner’s office; I go to that 
man’s office, see the charts on his wall, see how he is operating with his 
immediate staff, and go directly down the line to every regional 
assistant commissioner and talk to him and his immediate staff about 
their problems. I try, within the limits of my knowledge, to meet the 
particular problems in that office, in particular, sensitive cases, cases 
that involve general problems in the audit and collection and intelli- 
gence areas, in particular, and then proceed to discuss those with some 
hope that we can arrive at a partial solution or at least get it on the 
road. 

We adopt the same procedure with respect to the district offices. 

Now, I expect this month to go to Chicago, to visit the Chicago dis- 
trict office and the Chicago region, and they have already submitted 
to me this data which I have mentioned. I have data on all New 
York offices, that is, Upper and Lower Manhattan and Brooklyn, so 
I expect to go to Chicago, as I said, this month, the New Yor area 
the early part of next month, and the latter part of next month I will 
be going to the Boston area. Those are the biggest offices and there- 
fore the most potentially troublesome. Then I will fan out as time 
permits to the other offices. 
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INCREASE IN REFUNDS 


Mr. Srrep. Mr. Commissioner, in your statement I think you re- 
ferred to the fact that your Department had collected something like 
$80 billion during the year. During the time the Secretary of Treasury 


was before the subcommittee he submitted information which showed’ 


that during the fiscal year 1959 you will refund $4,845,100,000, of In- 
ternal Revenue collections, and estimated that during fiscal year 1960 
this refunding would increase to $5,402,200,000, an increase of $557,- 


100,000. What accounts for such a remarkable increase in refunds?’ 


Mr. Laruam. The bulk of the refunding, of course, is due the excess 
withholdings on the W-2’s by the employers. 

AsI wr i in fiscal 1958 we made refunds on that account alone, not 
counting the situation of the big taxpayers, in over 33 million cases, 
and that refund under that item was $3,800 million—that category 
alone. 


Mr. Steep. Are any of these refunds when they are made credited’ 


with a payment of interest? 
Mr. LarHam. Yes. 
Mr. Sreep. What rate of interest ? 
Mr. LarHam. Six percent; the same rate we charge the taxpayer. 
Mr. Streep. How long a period of time does the average refund ex- 
tend when it is paid, and how much interest does it develop ? 
Mr. Larnam. I cannot give you the average on the so-called quick 


refund, but I think it would be from 6 to 10 weeks. Is that not correct?’ 


Mr. Hume. Yes. Very few of the normally small taxpayer refunds 
incur any interest because we get those out by an early date. What is 
that. date, Mr. Loeb? 

Mr. Logs. May 30. 

Mr. Hume. If we can get them out before May 30 we pay no interest 
on them. 

Mr. Latuam. That is by virtue of statute. 

Mr. Steep. Do you think there is any deliberate overpayments on the 
part of some people in order to draw the 6 aercent interest ? 

Mr. Larnam. I think there undoubtedly is, in certain cases. It is 
very difficult to establish, but I have no doubt we have had instances 
of where it has been done. Where we feel that that has been done 
for that purpose, we try, not always with success, to treat those merely 
as deposits and not as actual payments, which would draw interest. 


REVERSAL OF TAX ADVICE 


Mr. Steep. I want to outline an actual case history that came to 
my attention to illustrate a question which I want to ask: 


An attorney in my district who had his home on a tract of land’ 


decided to divide some of his land into lots and to sell those lots, 
since the town had grown up and some of his friends wanted home- 
sites there where he lived. 


He says that he went to the Internal Revenue Office and discussed’ 
the tax phase that would be involved if he did this, with a view of 


taking a capital gain on the property, and, after having been assured 
that he could do it a certain way, he proceeded to subdivide these 
lots and sell them ; and when he made his income-tax return that whole 
thing was reversed, and he was ruled to have been a real-estate broker 
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and not an attorney, and of course that made a considerable difference 
in the return he realized from his transaction, with the result that 
he felt compelled to take the case to the Tax Court. 

Now, how prevalent is this thing of somebody’s getting advice 
prior to going into a deal and then having it reversed by higher 
authority 

Mr. Latuam. I don’t believe too much. I think it undoubtedly 
happens on occasion, probably more often than it should. What our 
study would show, however, is that two things usually happen: either 
he talks to a person who is really in no position to give him any 
valid advice or else he forgets to give, in good faith I mean, all of 
the facts that are involved, not realizing the implications of some of 
these facts, and there is even a third factor: Even after discussing 
it, he doesn’t always follow along with the method or advice that was 
given when it was discussed. 

Now the point you mentioned, of course, is a difficult one. You 
know that our field offices, with certain rare exceptions, such as pen- 
sion trusts and matters of that type, have no authority whatever to 
issue any kind of a ruling with regard to that type of a situation. 
As a matter of fact, we wouldn’t do it here on a prospective case of 
that type, because it is too difficult to determine just what he may 
do after he has been given the ruling and we discourage situations 
of that kind, but they often happen, and often with disastrous results. 


DELAY IN ISSUANCE OF RULINGS 


Mr. Streep. There is another case in my State that has been called 
to my attention: 

The Oklahoma Bar Association decided to build a State bar build- 
ing headquarters, and since it was a nonprofit organization and the 
building was to be constructed by donations from the members of the 
bar, they asked for a ruling as to whether such donations would be 
deductible, and they seemed to think that an interminable amount of 
time has elapsed and they have had no ruling as yet. 

What would be the situation there ? 

Mr. LarHam. That is one of the very difficult, and I might say 
troublesome, situations, these rulings, particularly with regard to 
exempt corporations. We do not get our rulings out as fast as we 
should, in my judgment. That is one of the elements of expedition 
where I hope to afford some help. The other basic problem is as 
to what organizations are exempt, and the circumstances under which 
they are exempt, which of course is on the other side of the picture of 
deductibility. 

Mr. Sterp. Would it be possible for someone in your shop to look- 
into the Oklahoma bar request and see if they can give me some 
idea of when they might get a decision on it? 

Mr. Latuam. I will be glad to do it myself. However, what I 
wanted to say, if I might, 1s that we have had new regulations out, 
and these regulations have been under consideration for quite a time, 
and ie of these rulings are being held up until these regulations are 
issued. 

Mr. Gery. Will the gentleman yield ? 

Mr. STEED. Yes. 
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Mr. Gary. That might possibly be ruled as a business expense rather 
than as a contribution to a charitable or nonprofitable organization. 
I think a lawyer is allowed to deduct his bar association dues as a 
business expense. 

Mr. LatHam. That is correct. 

Mr. Gary. The contribution is somewhat in the nature of dues. 

Mr. Laruam. I think they want exemption, too. While the in- 
dividual or payor might take a deduction, I think the organization 
undoubtedly wants to be exempt. Do they propose to rent space to 
other people in this building ? 

Mr. Steep. I am not familiar with that. As I understand it—and 
I could be wrong—they only wanted to build a little building in the 
State capital to serve as a headquarters, just as an office for the State 
organization, which they say is a nonprofit organization; but, mainly, 
they were interested not so much in that, that is, the ones that talked to 
me, as they were in whether or not an attorney donating to the con- 
struction of that building could deduct the donation. 

‘hey were asking for a ruling and holding up any plans until 
they heard from you. 

Mr. Laruam. We will make an investigation and I will report to 


ou. 
Mr. Sreep. Off the record. 
(Discussion off the record.) 


HIGH SCHOOL TRAINING PROGRAM 


Mr. Avexanper. Mr. Latham, this proposed plan of teaching the 
young folks in school how to fill our tax forms, particularly the more 
simple tax forms, is still being continued, is it not? That training is 
still being continued ? 

Mr. Laruam. Yes, on a larger basis. As a matter of fact, the Na- 
tional Junior Chamber of Commerce has made an enlargement of 
the program one of their main objectives for the coming year. That 
is, they will go into the schools not covered by us, because, of course, 
it is purely voluntary, and sell it to them on a completely nonprofit 
public service basis, and we expect that to be expanded in that way. 

Mr. Logs. May I just throw in a statistic that you may be inter- 
ested in, that the high school training program last year covered 
more than 85 to 90 percent of the 30,000 secondary schools and it is 
being constantly expanded. 


TAXPAYER ASSISTANCE 


Mr. Atexanver. Do you have any figures on how many taxpayers 
are unable to fill out their own forms? 

Mr. Latuam. I do not know that we can give you accurate figures 
on that, Mr. Alexander, but we can tell you how many taxpayers 
come to our offices for assistance. Do you have that, Mr. Loeb, 
approximately ? 

Mr. Lorn. Several million. 

Mr. Latuam. Several million. 

Mr. Avexanper. That is just a drop in the bucket as to what your 
people actually do? 
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Mr. Larnam. No. We do not regard that as a drop in the bucket. 
It cost us over $3 million last year. 

Mr. Sreep. Would you say that this $3 million a year, taking into 
account the fact that this. help you give saves you a lot of costs from 
errors that would otherwise arise, would be offset ? 

Mr. Larnam. No; we do not offset that on that basis. If you 
approach it from that standpoint, it might éven be an offset, or even 
more so, but we do have the direct cost of the taxpayer assistance 
programs. 

Mr. Atexanper. Are you talking about the training program or 
are you talking about the assistance to the taxpayers to fill out their 
forms? 

Mr. Latuam. I am talking about the assistance to taxpayers in 
filling out their returns. In every office that we have you will find 
long lines of people outside. 

Mr. Atexanper. I do not want to minimize that service, it is a 
good service, but in my section that would be just a drop in the 
bucket. Usually you have one or two men in a county that might be 
able to assist a small number of people. 

Mr. Latuam. Well, maybe this will help a little bit. In 1957, there 
were approximately 60 million individual taxpayers filing and more 
than 11 million people out of that 60 million came to one of our offices 
for assistance or called on the telephone. 

Mr. Atexanper. In other words, that would not mean they filled 
out that many returns, would it? 

Mr. Laruam. Well, presumably, they got assistance in filling out 
their actual returns, 11 million of them, either in person or by telephon- 
ing one of our offices. 


FOREIGN TAX OFFICIALS’ STUDY OF OUR TAX STRUCTURE 


Mr. Atexanper. Now, I understand heretofore you had certain 
training programs where you had foreign tax officials to come here, 
people to study the tax structure of how the United States collects its 
tax, and that sort of thing. Do you still carry on that program ? 

Mr. Latuam. Yes; we do. 

Mr. ALexanpeR. Is that once a year? 

Mr. Laruam. It is more often than that. There is not any set 
schedule now. We had one group here, I think about 3 weeks ago, 
shortly after the first of the year. We will have another group in 
May. As to how many more are scheduled for this year I cannot tell 
you. 

In this group that was here the first of the year we had about, I 
think, 13 or 14 of the Southeast Asia countries represented. 

Mr. Avexanper. Is that given without charge as a service more or 
less in good relations, or as a good neighbor policy ? 

Mr. Laruam. Yes. In other words, we make no charge. We use 
our own people primarily for instruction. 

Mr. ALEXANDER. Does the State Department, or any other agency 
of the Federal Government, pay their way here? 

Mr. Laruam. My understanding is, and I cannot be positive, but 
my understanding is that the cost of transportation here and perhaps 
even a part of their living, with one or two exceptions, is paid through 
the International Cooperation Agency. 
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Mr. Atexanper. Off the record. 
(Discussion off the record.) 

Mr. ALEXANDER. Now I feel that our tax structure, our tax collec- 
tions in this country as compared with other nations, is far ahead, and 
I think our people, the American people, feel their responsibility to 
their Government to pay. 

I am very much interested in seeing that we have high caliber men 
in this service, that render not only efficient service, but very courteous 
service and keep it on that level. 

That is the reason I suggest these things to you. 

Mr. Sreep (presiding). Mr. Pillion. 

Mr. Pituion. Off the record. 

(Discussion off the record. ) 

Mr. Pitxion. Mr. Commissioner, first of all, I would like to extend 
to you my sympathy in your new job. I can see what a problem it is 
trying to extract revenue from the public fairly and firmly. I wish 
you and your Cabinet a happy reign in that Department. 

Mr. Latnam. We appreciate that. 

Mr. Pinion. Off the record. 

(Discussion off the record.) 


SIMPLIFICATION OF TAX FILING DATES AND NUMBER OF RETURNS 


Mr. Prtuion. Mr. Latham, the ordinary small businessman, I think, 
has a great deal of difficulty in keeping up with all the tax dates, 
estimates every quarter,and soon. Isthere any way in which possibly 
this could be simplified? I realize that it would require legislation 
but do you have any ideas for simplification of all the dates on which 
you have to file all these different papers in tax matters? I am aware 
that that is out of our jurisdiction, but do you have any ideas for 
possible simplification of that ? 

Mr. Latuam. Are you talking about the returns themselves? 

Mr. Pritron. Business returns or small corporate returns and all the 
estimates and returns you have to make, both State and Federal. Of 
course, you have nothing to do with the State returns. Any small 
businessman, no matter teed small, has to keep an auditor or book- 
keeper at his left hand all the time. 

Mr. LatHam. Being new, as I mentioned this. morning, I have no 
basic suggestions now for that. I also said that we are working 
constantly toward simplifying the returns. 

Mr. Piiuion. And also as to the dates and number of returns that 
have to be made. 

Mr. Latuam. Getting to the number of returns and the dates, I 
mentioned this morning that one of the areas we are exploring is 
combining the 941 that the employer files with the W-2’s plus refer- 
ence to the old-age and social security, to make that one return a year 
instead of four. That would cut down I do not know how many mil- 
lion returns. It would not be so much of a savings perhaps to the 


Government agencies but probably the estimates show it would save- 


$20 million to the employers in the returns they have to file. 
Mr. Pitxion. I hope that you can continue that study. 
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Mr. Laruam. That matter is one of the most important. Men work 
on that constantly. We are constantly subject to some criticism. I 
can assure you that it is close to my heart. 

Mr. Piui0on. Fine. 


USE OF PRODUCTION EFFICIENCY EXPERTS 


I have one other matter. Do you have a team of technical efficiency 
or production experts in your office who are able to go into the various 
departments under you that would, say, report to you as to the 
efficiency of the operations throughout your Department and compare 
the production of one stenographer, one agent, with another or one 
district office with another in order to get maximum efficiency? Do 
you have any such organization that is looking to knowing but im- 
proving the efficiency and production performance in your Depart- 
ment ¢ 

Mr. LatHam. Answering the question, we do this: Mr. Loeb here 
is in charge of our field operations. That is where some 45,000 to 
46,000 of our people work. He has a staff divided in turn into audit, 
intelligence, collection, and so forth. Reports come in through the 
regional commissioners from our district offices and it is his job, 
through his staff, to sift out and determine the efficiency of each office 
operation and each type of activity within each office, and we are 
constantly making comparisons between offices. 

Now, in addition, we have what we call the Internal Audit Division 
of our Inspection Service in which trained people go from office to 
office at least once a year and oftener, if possible, to make sure that 
those offices are carrying out the instructions which they have re- 
ceived. That goes right from the top to the bottom of their activities. 
The Inspection Service reports direct to the Commissioner. They 
furnish the regional commissioners with copies of their reports where 
they find inadequacies from carrying out our manual instructions, and 
then they come on to the national office. 

The regional commissioner then passes that down to his people and 
they in turn to the district office, and the district office then is re- 
quired within a certain time to make a report direct to the Commis- 
sioner as to where and how they are correcting these deficiencies 
found by the Inspection Service. 

We feel that between the operations conducted by the head of opera- 


tions and the inspection service we have adequate checks and com- 


parisons between the various offices. 

There is a long way to go. It will never be perfect but we think we 
are improving it all the time. 

Mr. Pitui0on. How large is this inspection service? 

Mr. Latruam. I cannot tell you how many people we have. It is 
about 500 in total. That breaks down into two parts. One is the 
internal audit of the operations of our offices and the other is what we 
call internal security, which in effect checks the conduct of our own 
people where charges of misconduct are made. ; 

It is a very effective service and very ably manned. 

Mr. Prion. I am still trying to pin this down. This has nothing 
to do with internal security or audit. It is a question merely of pro- 
duction efficiency. 
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Do you have any specific group of people who do nothing but that, 
who look only at efficiency or combining jobs or eliminating a job 
or that sort of thing? Do you have a specialist or a team of specialists 
who do nothing but that? This has nothing to do with internal secu- 
rity or personnel problems or complaints or anything to do with the 
audit. This is merely a matter of efficiency, just production efficiency. 

Mr. Laruam. We have that comparison in operations. 

Mr. Prion. Which is one check. I am thinking of others. 

Mr. Latuam. We have also planning and research, which is a new 
division in the national office, and that was just established in this 
last year. 

One of the jobs of that is to evaluate the work methods in the various 
field operations. That has not been completed and we have not gone 
as far as we should or would. Asa matter of fact, that was one of the 
things that Mr. Harrington suggested that a comptroller could do if 
we established one and that in turn is under study. 

Mr. Piiuion. Now, there is no one from the budget department 
who operates within the Internal Revenue Service for this purpose 
of checking the necessity, say, for your request for 540 additional 
employees? Is there anyone outside of your Bureau who can come 
in and say, “Yes, we think so many are necessary,” or maybe “800 
are necessary,” or “maybe “400 are necessary?” In other words, there 
is no one outside of your own Bureau who checks, say, the production 
efficiency or that sort of thing? 

Mr. Latuam. No one outside the Department of the Treasury. 

Of course, being an agency of the Treasury, a bureau of the Treas- 
ury, we submit our budget request to Treasury and then Treasury 
examines it de novo. 

Mr. Priuton. They send it to the Budget ? 

Mr. Latoam. That is right. 

Mr. Prix1on. When you go to a hearing at the Budget, a hearing 
which is similar to this, there is no one assigned from the Budget 
Bureau to work purely within and with the management of the In- 
ternal Revenue Service? It is my understanding that there is not. 
That clears through the budget officer of the Treasury Department; 
is that a correct statement ? 

Mr. Jounson. Might I add to the testimony at this point that the 
Bureau of the Budget representative which handles Treasury mat- 
ters and representatives of my own office which are vitally concerned, 
of course, with the budget estimates of the Internal Revenue Service 
not only hold conferences with various officials in the Internal Rev- 
enue Service quite frequently but also from time to time make inspec- 
tion trips to the various installations of the Internal Revenue Service. 

In fact, this committee has in years past made several inspection 
trips to various installations of the Internal Revenue Service. 

To specifically answer your question, we do not from my office, nor 
does the Bureau of the Budget have any individual permanently 
located in the Internal Revenue Service. 

Mr. Prix10Nn. I can well see that no matter how many inspection 
trips I would make T would still know nothing about the efficiency of 
the operation. Even though it looks mighty fine on the surface, I just 
do not know enough about it. 

Unless someone lives with it, he is not able to evaluate the work- 
loads and work production situations. 








y 
J 
e 


— te a 


—~— =: 








467 


Mr. Latuam. Mr. Loeb, do you care to make a statement ? 

Mr. Logs. I would like to add that under the decentralized system 
where we have a regional Commissioner under whom there are several 
districts, the regional Commissioner has an assistant for audit, col- 
lection, and for intelligence. That assistant and his analysts, located 
at the se office, are constantly visiting with the district direc- 
tors, analyzing their programs, the production of their individual 
agents, the special agents, collection officers, and so forth, and assist- 
ing them in determining what the best way is to carry out their func- 
tion and to consolidate activities wherever it is possible. 

For example, the Pittsburgh plan, which Commissioner Latham 
mentioned this morning, was the result of these studies made inside 
the Service at the regional level and also at the national level by 
analysts who frequently visit the field for the purpose of ascertain- 
ing what is going on and whether it is being carried out in the most 
effective and efficient way possible. 

Mr. Prtti0on. The reason I ask this is because I know that I have a 
steel plant at home that was producing 314 million tons of steel a 
year with about 20,000 employees. Today, in a period of about 10 
years, they are producing 614 million tons of steel with about 17,000 
employees. That is how fast the efficiency is going ahead. 

Mr. Logs. I think statistics which are available here would indi- 
cate that we are almost at the point of accomplishing about the same 
increase. 

Mr. Laruam. I think the record will show that we have in the 
Service some 7,000 or 8,000 less employees today than we had some 8 
to 10 years ago when we were collecting only a fraction of the reve- 
nues now collected. 

Mr. Prtu10on. Thank you. 

Mr. Conte. Mr. Commissioner, I, too, join my colleague from New 
York in extending to you my condolences upon this new headache of 
yours. 

What was the national personal income in 1950? Do you have that 
rere ? 

Mr. Larnam. No; I do not have that figure back that far. You 
mean the total ? 

Mr. Hume. The national income. 

Mr. Conte. The personal income and the gross national product in- 
come, if you have it. 

Mr. Latuam. I do not have the gross national product income back 
that far. 

Do you have that, Colonel ? 

Mr. Jounson. I think I might. 

Mr. Conte. You say you have 7,000 less employees than 10 years 
ago. 

Mr. Laruam. I do not recall the exact figure but it was 7,000 or 
more. 

TAX DEDUCTIONS FOR IMMORAL PURPOSES 


Mr. Contr. There has been, Mr. Commissioner, a great deal of 
publicity as of recent date in the newspapers and in magazine articles 
in regard to Ed Murrow’s statement in New York about businessmen 
taking tax deductions for their clients for immoral purposes. 

Has your Department investigated this situation ? 
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Mr. Latuam. It is in the process of doing so now, and in the cities 
that were mentioned by Mr. Murrow in his broadcast; you recall he 
mentioned three cities, I believe, New York, Cleveland, and Chicago, 
and special investigations are already underway to see what, if any, 
merit there is in that contention. 


STATUTE OF LIMITATIONS ON CLAIMING REFUNDS 


Mr. Contr. Mr. Commissioner, to the best of your knowledge is 
there a statute of limitations on our books now by which a taxpayer 
can come in and claim a refund ? 

Mr. Latuam. Oh, yes. 

Mr. Conte. What is that statute of limitations? 

Mr. LatHuam. The statute of limitations in general is 3 years from 
the time the return was required to be filed or 2 years after the pay- 
ment was made, whichever is the later. 

Mr. Contre. In other words, as to these lists that we read in the 
newspapers about taxpayers having a refund due them, after 3 vears 
they will be barred from coming in for a collection ? 

Mr. LatHam. No; that would not apply. The list in the papers is 
where checks have actually been issued and they have not collected 
those checks, the checks have never reached them, as opposed to the 
fact that you might overpay your taxes inadvertently and fail to file 
your claim for refund. . 

Mr. Conte. I see. There is a statute of limitations there of 3 years? 

Mr. Latuam. The statute of limitations there is 3 vears or 2 years, 
as the case may be. That is for filing your claim. Then there is an 
additional period of 2 years after the claim is rejected within which 
you may institute suit. 

Mr. Conte. Would it be wise to have a statute of limitations also 
on these people to whom you have made out a check and you cannot 
find them, address unknown ? 

Mr. LatHam. I am sure there is some provision governing this. 
I do not know, frankly, what it is. That will be a part of what we 
will add to the record in connection with the question that was asked 
on that this morning. 


NET WORTH APPROACH IN DETERMINING TAX LIABILITY 


Mr. Contre. Good. You mentioned, Mr. Commissioner, that there 
are many who do not pay income tax at all. Has the recent Supreme 
Court decision, using the net worth approach in determining tax 
liability, helped the Department to ferret out these people who do 
not pay an income tax? 

Mr. Latuam. I do not know of any case that holds that a mode of 
living is a test. I think perhaps what you are referring to is the 
net-worth approach. 

Mr. Conte. That is right. 

Mr. LarHam. Yes. The net-worth approach is very substantially 
employed for the purpose of determining tax liability and criminal 
liability as well. 

In many cases where they keep no records as to sources of income 
but where they have not hidden their assets, that is the only avenue 
we have. That is very liberally used. 
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BUSINESS EXEMPTIONS 


Mr. Conte. Mr. Commissioner, getting back to business exemptions, 
is that not a source of making a lot of taxpayers dishonest in the sense 
that they are trying to spill off a lot of this money in business expense 
so that they will not have to pay a high income tax ? 

Mr. LatHam. There is no question in my mind but that the high 
tax rates have resulted in much heavier expense accounts. I am not 
talking about dishonest expense accounts. I am talking about the 
amounts of money that people will spend. 

Mr. Conte. I want to correct that. I did not mean “dishonest,” 
but they will spend money for purposes for which they ordinarily 
would not spend it just so that they can get a lower tax rate. 

Mr. Laruam. And they will spend more for things than they would 
normally spend if the United States was not a 52 percent partner 
with them in the expenditure. That is something we cannot control. 


LECTURES ON FILLING OUT TAX RETURNS 


Mr. Contr. Mr. Commissioner, does your Department have anyone 
who gives lectures to law school students on the practical aspects of 
filling out tax returns? 

Mr. LarHam. We do not have anyone who makes a regular prac- 
tice of that in the colleges. We do have in the secondary schools, 
as we have already mentioned. We make our people available where 
requests are received for them to address institutes here, or there, or 
elsewhere to explain tax situations, policies of the Service and that 
sort of thing. 

‘ We make them available throughout the year all over the United 
tates. 

Mr. Pinion. Will the gentleman yield ? 

Mr. Conte. Yes. 

Mr. Puion. In line with that, it might be something to think 
about to have these experts go to bar association meetings. That 
might be more helpful than to have them address law school students. 

Mr. LatHam. We usually have someone attending the bar meetings, 
the certified public accountants associations, the Tax Executives In- 
stitute. Within the limits of our ability to furnish them without 
paralyzing our service, we make them available and we pay their 
costs of transportation and living. 

Mr. Conte. The reason I ask that, Mr. Commissioner, is that most 
students going to law school take a year of taxation, study the theory 
of the law and all the important cases and graduate and most do not 
know how to fill out a very simple income tax return. 

Mr. LarHam. We do not furnish anybody to a college for that 
purpose. 

DEPOSITING WITHHELD TAXES 


Mr. Conte. Mr. Commissioner, I should know this, but I do not re- 
call whether the President last year signed a law shifting the burden 
of willfulness from the Government to the taxpayers. I know it went 
to the President but I do not know whether he signed it or not. 

Mr. Laruam. I did not quite catch that. 
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Mr. Contr. Shifting the burden in regard to willfulness from the 
Government to the taxpayer, willful misconduct. 

Mr. LatrHam. There has been no such change unless you are re- 
ferring perhaps to this special law governing the creation of trust ac- 
counts for the deposit by employers of money withheld. 

Now, that special law was passed last year and my recollection is 
that in that law, if the taxpayer, upon notice, fails to deposit these 
withheld taxes in that account, then the burden is on him. Willful- 
ness, I think, is presumed. 

Is that a correct statement ? 

Mr. Logs. That is Public Law 85-321. That is correct. 

Mr. Latuam. That was passed and signed. 

Mr. Conte. Has that been helpful ? 

Mr. Larnam. We believe it has been very helpful. There are two 
notices required by the statute. We have only given notice to some 
500 taxpayers in the whole United States during that period and as 
yet we have not suggested to Justice that anybody be prosecuted. In 
other words, we are going rather slowly to assure conformance with 
the congressional intention that these new powers shall be judiciously 
exercised and that the new law shall have no application to the vast 
body of honest, law-abiding employers, but we feel that it has had a 
very salutary effect. 


VISITS TO FIELD OFFICES 


Mr. Conte. I have one more question, Mr. Commissioner. 

You mentioned that you are planning to visit the district offices and 
in the tail end of your statement you mentioned that there may be 
several offices where there will be problems confronting you in regard 
to those particular offices. 

Mr. LatHam. Well, what I intended to say was that before I go to 
an office I endeavor to find out what special problems, if any, that 
office has, so that they can be taken up and discussed specifically on 
the scene. It may be with regard to a particular case. It may be a 
personnel problem. It may be something else. 

Mr. Conte, You did not mention any specific office. 

Mr. Latuam. No, I did not. I said I had visited the west coast 
offices and I propose to go to Chicago this month and next month New 
York and Boston, and then to others as fast as I can do it. 

Mr. Conte. You will find that we have a good director in Boston. 
Mr. Cavanaugh. 

That is all, Mr. Chairman. 


ELIMINATION OF CONTRACT TRAINING LANGUAGE 


Mr. Gary. Mr. Commissioner, you are proposing to eliminate the 
language from the present law which says: 
Provided, That not to exceed $200,000 of the amount appropriated herein shall 
be available for expenses of instruction and facilities for the training of em- 


ployees by contract subject to such regulations as may be prescribed by the Secre- 
tary of the Treasury. 


What is the reason for the elimination of that language? 
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Mr. LatHam. As we understand it, Public Law 85-507, approved 
July 7, 1958, provides for a training program for all civilian officers 
and employees with respect to the performance of their official duties, 
and, on the basis of that, we believe that we have the right within the 
limits of our budget to carry on this training program without a 
specific request for authority to do so from you. 

Is that a correct statement ? 

Mr. Hume. That is correct. 

You remember, Mr. Gary, the reason that we had this was because 
there was no general authorization for contract training, and then 
you will remember that 2 years ago this language was dropped out 
over in the Senate because they thought this Governmentwide bill 
would pass. 

Last year we asked you to put it back, which you did. 

Now, on July 7, 1958, Public Law 85-507 became law, which makes 
this specific legislation applicable only to us unnecessary because every- 
body in the Government now, within the limits of this law, can do this. 

Mr. Gary. Are there any limitations as to amounts set in the gen- 
eral law ? 

Mr. Hume. I believe that is in accordance with regulations as pro- 
vided by the Civil Service Commission. 

There are no specific dollar limitations, Mr. Gary. 

Mr. Gary. So that we are eliminating the $200,000 limitation which 
is on it now? 

Mr. Hume. That is correct, sir. 

Mr. Gary. How much is it running now? 

Mr. Hume. I have that figure here, sir. 

Mr. Gary. Give us the last actual figure that you have, and that 
would be for 1958, would it not? 

Mr. Hume. For 1958, the actual figure that would be chargeable 
against this limitation was $79,503. 

For 1959, our present plans contemplate that it will be $89,161. 

The 1960 training program, as we now contemplate it, assumin 
granting of this budget we have requested, would be $60,500 that woul 
be applicable against the limitation. 

We have always been well beneath that limitation. That is not to 
say that those are our entire training costs. Those are the contract 
costs which this language permitted which we could not have had 
without this language. We will insert a table reflecting our overall 
training costs. 

(The table follows:) 







Liaw 


Vi tives 


way PLnwiti 





, we |S 


ae pon 


- Ra a Be 





472 





*(WeTp Jed pus ‘[eABly ‘ATUO S4S00 GeUTBI4) OSE'ZE$ 0} UO]499][00 10} pus 
OSZ‘ZEI$ 03 SJUNOUTe s}y4 UIVIZ0Id 4IpNe 94} JOg “peysonbe1 seesAo|duls [euOT{Ippe 94} 


BUpUTL.1} OF JUOPJOUT Oq [TEM YOY 4SOO AUB JO GAISNTOXE O1B YOGI JOJ SOVUIIIS|—' ALON 


“MeIp Jod pue [OABLy, ; 












































StL ‘220 ‘T | 98E‘TSO‘T] Fez ‘228 | Sho ‘Sh | SES ‘Sh | OBZ‘ST | £29‘916 | 429‘9T6 | 196 ‘T8Z | 000 ‘bE | SZZ ‘cg | SO ‘Ob | OOS ‘Oz | OEE ‘ES | 86Z EE | - ~~" 1890.1 
000 ‘8 00¢ ‘¢ ae ois) eae ees ie, 000 % 000 Z tia ‘pa gine “neta bees 000‘9 | OOS‘ | Ose‘e |-----" ~~""""""3$}981900 [ByIedg 
989 ‘SET PeoL. teermee ee sa te ee 98¢ ‘98 989 ‘98 000 ‘eZ 000 ‘FE$} SZZ ‘So$] ELF ‘bE | O00 ‘ST | Oxb ‘b% | BIL‘8T |~--~ ~~~ ~"--->-gaqgngyysuy JueTIeseUR 
002 ‘86 002 ‘86 ae fo ee ee 002 ‘88 002 ‘88 See ere eee Coes | Gane 1. oet se Present quouldooaep easjnoex gy 
992 ‘8z ee ee ee ee er ee ae ee ee 992 ‘82 I aie beth aga hala cocaine. shai enya wn, ic caer! eckanat aaa | peiemeteaialeml tlle aie eet i ypne [eusajUy 
O9T ‘8g i ier sea 0b ‘9 | OF%‘9 |~~">777” 026 ‘1 DN ea hitomi iiceneiiptas! | neitucapend isa Maps cab palace Sapiabiiee cies ‘pelt tat, (ial epamceaaaasepadaaal a ~~ “gouas]{[9}UT 
160 ‘69T a SRR eee: elie aks Og ORE ST halen | Replied eas ach lade Vtinlscantic (iiacnial macades OR Neqeeaciechnea matte [OOYIS JUSTIIDIOJUI MU'T 
986 ‘QIT 986 ‘QIT | $F ‘9ET | FEO‘ST | FEO‘ST | 961'Z | ZOB‘IOL | ZOB‘IOT | OOO‘OET |~~~~~~~*|~~~>7 777 A eee ae Mee de oe eee m0}}09[109 
O8b ZIFS | DEF ‘ETES | 266 ‘SERS | H2Z ‘bZ7S| H2z ‘b7$] HRS ‘EIS| ZIZ ‘SSeS | Z1Z‘“S8ES | OCB ‘STFS |~-~~~ "| Cr ee eee Os6$ ON aaa cada at al a ti ypny 
0961 6S61 8961 0961 6961 8S61 0961 6961 8o61 096T 6961 8o6I 096T 6961 8961 
1 83800 §308.13U00 
1810,L eoUTel} 10JONIYSUT 1 83800 90UTB1L $}0B81}U09 $2}}][]98q SOO] A198 [BUOSIIOg 




















wmoiboid Bucur aolasagyy anuaaay JoUusaqUT 











473 


Mr. Larnam. In other words, our per diems and the salaries of 
our employees who act as instructors are, of course, all in addition. 

Mr. Gary. Are there any further questions? 

If not, we thank you, Mr. Commissioner, and this committee wishes 
you well as you enter upon your new work, and we will be glad 
to cooperate with you in any way that we can. 

Mr. Laruam. May I say it has been a pleasure to appear before 


you. f ‘ 

I will give you any information that you may want. 

Mr. Gary. The committee will adjourn until 10 a.m., tomorrow 
morning. 


Wepnespay, Fepsruary 4, 1959. 
UNITED STATES COAST GUARD 


WITNESSES 


VICE ADM. ALFRED C. RICHMOND, COMMANDANT 

REAR ADM. JAMES A. HIRSHFIELD, ASSISTANT COMMANDANT 

CAPT. WALTER C. CAPRON, DEPUTY CHIEF OF STAFF 

CAPT. PAUL E. TRIMBLE, COMPTROLLER 

COMDR. ROBERT W. GOEHRING, CHIEF, BUDGET AND COST ANALY- 
SIS DIVISION 

CAPT. SIMON R. SANDS, JR., CHIEF, RESERVE DIVISION 

CAPT. GEORGE D. SYNON, CHIEF, PROGRAM ANALYSIS DIVISION 

CAPT. IRVIN J. STEPHENS, SPECIAL ASSISTANT TO THE COM- 
MANDANT 


WILLIAM T. HEFFELFINGER, FISCAL ASSISTANT SECRETARY 


Mr. Gary. The committee will now consider the request of the 
U.S. Coast Guard. 


ComMPaRIsON oF 1959 anp 1960 BupceEts 


At this point we will insert a brief table comparing the amount 
requested for 1960 with the amount appropriated for 1959: 


Appropriations, 1959 $232, 650, 000 











Total (including anticipated pay supplemental, 1959)_....-____ 240, 550, 000 
Estimates, 1960 260, 300, 000 
Increase over appropriations, 1959 27, 650, 000 
Increase over total (including anticipated pay supplemental, 

1959) 19, 750, 000 





We are always glad to have Admiral Richmond, Commandant of 
the Coast Guard, before this committee. We will be pleased to hear 
from you at this time, Admiral. 


Admiral Ricomonp. Thank you, Mr. Chairman. 

I have a prepared statement which I would like to read into the 
record, with the approval of the chairman and the committee. 

Mr. Gary. Very well, Admiral. You may proceed. 


GENERAL STATEMENT OF THE COMMANDANT 


Admiral Ricumonp. Mr. Chairman and members of the commit- 
tee, I welcome this opportunity to present to you the Coast Guard’s 







Pa AREA LARS heed 


Wa aa TEM 


VIEL 








474 


budget for the fiscal year 1960. Before going in to the details of 
our appropriation requests, I should like to make a few remarks on 
the general trend of events and how they have shaped our estimates 
for the forthcoming fiscal year. 


PROGRAM EXPANSION 


Perhaps the most significant continuing development in recent years 
is the gradual expansion of Coast Guard activity to meet requirements 
of other branches of the Government, notably in connection with 
the national defense. The size of the Service is growing at a slow but 
steady rate as a result of the constant demand for services the Coast 
Guard is best fitted to perform. Part of this new activity stems from 
statutory requirements that the Coast Guard perform certain specific 
functions within the framework of the Federal Government, while 
part of it is due to the simple fact that our personnel and equipment 
are best fitted to do the job. 

The point to be noted is that such new responsibilities place a strain 
upon our existing organization until plant and personnel can be en- 
larged to carry the added load. 

This can be a relatively costly process. Many of the new respon- 
sibilities being acquired at the request of other agencies are of a tech- 
nical nature. In most cases, the Coast Guard originally pioneered the 
developmental work as part of its statutory functions and is better 
prepared than the requesting agency to proceed efficiently and eco- 
nomically in the same field. But, all too often, to do so imposes a 
severe drain upon personnel engaged in carrying out similar techno- 
logical responsibilities already well established. 

There are definite limits to the rate at which we can procure and 
develop new talent. In order to provide replacements for technical 
personnel drawn off for new programs, it is necessary to bring on 
board recruits in advance and to step up disproportionately costly 
training programs in the technical branches. Attrition during such 
training is relatively high. Likewise, the provision on short notice of 
new construction and equipment runs comparably as high as costs of 
personnel. 

As a result, the comparative expense associated with the assumption 
of new tasks for other agencies is greater than for going Coast Guard 
programs, 

There is another effect of this situation which I might mention 
briefly. In recent instances, new missions given us by other agencies 
call for proportionately more officers and high-rate enlisted men than 
does the average of our established programs. This tends to unbal- 
ance the overall personnel structure. Since relatively fewer new low- 
rate men become available, it is difficult to support an expansion in 
the officer and petty officer grades. 

Consequently, we are scrutinizing carefully the scope and magni- 
tude of certain proposed new commitments to insure that they can be 
balanced off properly against the activities of the rest of the Service. 

Budeetwise, we are advocating a definite policy in the funding for 
new programs of this nature, which has been followed in the sub- 
mission of our estimates for fiscal year 1960. 

As.a rule, we seek reimbursement from the requesting agency for 
all costs until the program is well shaken down, so to speak. This 
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usually includes all capital costs, the expense of personnel buildup, and 
initial operating costs. Thereafter, if the program is one clearly fall- 
ing within the statutory functions of the Coast Guard, or if it can be 


more effectively and economically performed by the Coast Guard. 


than by the requesting agency, we feel it proper to fund for the pro- 
gram ourselves, on a continuing basis. We believe this to be a more 
understandable and less cumbersome procedure from a budgetary 
standpoint than continuously to require another agency to go to Con- 
gress for funds which actually are administered by the Coast Guard. 
Certain items of this nature are included in our present estimates. 

On the other hand, if the program is one of a transitory nature or 
one which does not fit in well with our type of operation, we feel it 
proper to continue to seek reimbursement on an annual basis from the 
requesting agency. Certain items of that nature are also included in 
these estimates. 

RECREATIONAL BOATING 


A second continuing development worthy of note is the progressive 
rise in pleasure-boating activity. I will touch upon only one of its 
effects at the present moment. 

As you know, nearly all of our shore stations in the United States 
are situated on or near waters where recreational boating is actively 
pursued. By reason of the volume and frequency of small-boat traffic 
in the vicinity, the demands upon lifeboat stations, bases, depots, and 
other facilities capable of furnishing help, advice, or mere surveil- 
lance, have greatly increased. 

Although most of these units are far busier now than in past years, 
it has not been possible to add personnel at the rate the workload has 
risen. We are much concerned by the dissatisfaction among crews 
who are putting in a workweek well in excess of standards observed 
by the other Armed Forces or in commerce and industry generally. 

The inability to allow adequate time off duty has caused a serious 
lowering of morale among some of our most valuable and highly 
trained men. It is greatly to their credit that assistance work and 
other services to the public have so far not suffered thereby. This 
year a sizable portion of our request for new obligational authority 
will be directed toward the provision of personnel for lifeboat stations 
and other units where the burden of assistance to the boating public 
now rests most heavily. 

In this connection, I know that all of you are familiar with the 
provisions of the Federal Boating Act passed by the last Congress. 
While making provision for the States to assume certain regulatory 
functions on the navigable waters, the act in no way divests the Coast 
Guard of its basic responsibility to enforce Federal laws intended to 
protect the public or safeguard maritime commerce. 

We have interpreted the act, rather, to say that it is the intent of 
Congress that the Coast Guard should intensify measures prescribed 
under existing law for the more effective control of recreational boat- 
ing. We feel that the act points up the need to augment our forces 
to cope adequately with this growing problem. 

Unfortunately, the act was passed too late in the year to permit 
facilities and personnel for its implementation to be included in the 
present estimates. Accordingly, we shall seek supplemental funds for 
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fiscal year 1960 to provide a better level of protection and boating 
suvveliiense in the areas now inadequately covered. In the meanwhile, 
we shall continue to apply as judiciously as possible the resources now 
available for the assistance and protection of the boating public. 


PHYSICAL PLANT 


Turning now to a subject in which this committee has in the past 
evinced considerable interest, I should like to discuss briefly the 
situation with respect to the Coast Guard’s physical plant. I believe 
you will obtain a better appreciation of certain of our estimates in 
the light of this background information. 

As you know, the greater majority of our vessels and shore struc- 
tures were acquired prior to World War II. We have experienced a 
constant rise in maintenance costs in an effort to make these facilities 
suffice, despite a limited program of replacement. We are now reach- 
ing the point in many areas where repair or rehabilitation is not only 
uneconomical but is, in fact, not physically practicable. Accordingly, 
a progressive program for the replacement of Coast Guard facilities 
on a scale larger than heretofore realized must be anticipated for 
future years. 

In recognition of this situation, the Congress has already appro- 
priated sizable sums for deferred maintenance and for a start on pro- 
ae for the replacement of aircraft and the smaller vessels of our 

eet. The maintenance money has been used to good advantage to 
arrest deterioration in the physical plant but has not completely offset 
the progressive effects of aging and obsolescence. 

On the other hand, much of the equipment now standing in need 
of improvement or repair will effectively suffice for many years, pro- 
vided timely maintenance measures are undertaken. We are therefore 
pene requests this year for additional funds for the maintenance 


In the application of these funds, we propose to devote a portion for 
the payment of skilled military personnel. The use of our own people 
to perform as much routine maintenance work as possible has been 
customary in the Service, but this practice fell off in the past few 
— we were unable to retain skilled men in the numbers 
needed. 

The upsurge in the reenlistment rate—which in turn has provided 
us with a greater supply of trained artificers—now makes it possible 
on board vessels and at smaller units of the Service to employ our own 
people for routine maintenance work to a greater extent than before. 
This is an extremely favorable development and one, I believe, which 
may be attributed in part to the recently enacted pay legislation. 

During the post-Korean period, when the reenlistment rate was 
extremely low, we were forced to the use of commercial labor for much 
maintenance work which normally could be done by Service-trained 
craftsmen. In the interests of more effective employment of personnel, 
it is gratifying to observe that this situation 1s now being reversed. 

We are hopeful that the program for the replacement of the shore 
and floating plants will soon take firmer shape. 

As you will recall, the Secretary and the Commandant have already 
submitted to this committee a joint report on the requirements of 
Coast Guard aviation. That report now forms the basis of an air- 
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craft procurement program upon which we are already engaged and 
which I will discuss in more detail later. 

In the view that a similar comprehensive survey of the remainder 
of our physical plant should be made along lines as the one for avia- 
tion facilities, I have convened a board of senior officers to take this 
matter under study. When their report is submitted, it should pro- 
vide more factual and precise information as to our future require- 
ments than is now available. Meanwhile, our requests for new con- 
struction and acquisition are mainly confined to replacement items of 
outstanding and obvious need. 

With these remarks as background, I feel that you will gain a more 
meaningful understanding of the estimates to follow. Coast Guard 
funding, as you know, is contained in four separate appropriations, 
namely: “Operating expenses”; “Acquisition, construction, and im- 
provements” ; “Retired pay,” and “Reserve training.” 

The total of our requests under these appropriations amounts to 
$260,300,000, an increase over 1959 appropriations of $27,650,000. Of 
this increase, over $9 million results he legislation enacted in 1958 
authorizing higher pay for military and civilian personnel and for 
higher postal and social security payments. These added costs are 
included in the present estimates on an annualized basis. The remain- 
ing $18.6 million relates to program increases which I shall discuss 
separately under the applicable appropriation. 


Programs Unper “Operating Expenses” APPROPRIATION 


Under the “Operating expenses” appropriation, total obligations 
for 1960 are estimated at $190.9 million. This is $19.2 million more 
than funds so far appropriated for 1959. But of this increase, some 
$8.3 million alone is attributable to the legislation for pay and other 
purposes I mentioned a moment ago. 

I may say, parenthetically, that such legislation was passed too 
late to be included in our 1959 budget; hence, our current appropri- 
ation is now being apportioned on a deficiency basis, in the expecta- 
tion that supplemental funds will be provided later for 1959. 


PROGRAM INCREASES 


In terms of actual program increases, we are asking for new obli- 
gational authority of $13.4 million in fiscal year 1960. This amount 
1s partially offset by base reductions totaling $2.3 million realized 
through the elimination from the operating forces of one small, in- 
efficient bouy tender, one cable layer, whose work can now be done 
more economically by smaller craft or on commercial contract, and 
13 minor shore units which we consider can suitably be replaced in 
part by smaller, less expensive facilities. 

In addition, the improved reenlistment rate and fewer scheduled 
expirations of enlistment will make possible a substantial reduction 
re and mustering-out payments originally scheduled for 

JOU, 

Four major program increases will consume about 83 percent of 
the new obligational authority we are requesting for 1960. I should 
like to discuss these in some detail. 
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OPERATION OF ADDITIONAL LORAN STATIONS 


First, we are requesting funds for the operation of three more loran 
stations. This item involves an increase of approximately $1.6 mil- 
lion. These stations are being built and initially operated with funds 
provided by the Department of Defense. This is a further step in 
continuation of a program involving the construction of 22 or 23 
additional stations in oversea locations. The funds requested will 
defray operating costs of the three stations themselves, four associ- 
ated monitor stations, and the administrative and logistic support 
facilities needed over and above those already in the area of opera- 
tions. 

ADDITIONAL MAINTENANCE 


Secondly, we are requesting a total of $4.5 million for additional 
maintenance. This amount is divided roughly at 20 percent for ves- 
sel maintenance and 40 percent each for shore structures and aviation. 

Although I have already touched briefly on the condition of our 

hysical plant, I think further information would be useful to you 
in evaluating these requests. Actually, we are faced with a three- 
fold problem: 

First, the growing complexity of the new equipment coming into 
= consumes an increasingly larger share of the available maintenance 

unds. 

Second, the obsolescence of our older facilities calls for a continuing 
increase in maintenance funds to keep them in satisfactory operating 
condition. 

And, third, as you know, labor and material costs have continued 
to rise. In many instances, the actual value of the facilities does 
not justify spending any more money to maintain them. As a result, 
we are constantly iw with the necessity to apportion out only so 
much money on the oldest of our facilities as is required to avert 
operational breakdowns. 

Under this situation, it is inevitable that facilities and equipment 
still in good condition will not receive a proper share of available 
maintenance funds. Our expenditures for pure maintenance com- 
pare unfavorably with industry generally. 

As an average, most industrial concerns apply approximately 4 
percent of plant value annually for maintenance purposes. We are 
averaging about 1.1 percent for vessels and 2 percent for shore sta- 
tions. Comparative figures for aircraft are not available. 

The funds we are requesting here will enable us to increase our 
maintenance expenditures fractionally, but they will still remain sub- 
stantially below the industrial average. A major portion of these 
funds will be directed toward the improvement of housing and other 
facilities now occupied by personnel under substandard conditions. 
Although this objective has had priority in our maintenance pro- 
gram for a number of years, we have not been able to give it the at- 
tention it deserves because of the overriding need to keep our oper- 
ating facilities continuously in effective condition. 

Frankly, I believe the committee should be aware that we are now 


reaching the point where maintenance alone will not be enough. As 


I pointed out earlier, we are soon going to need a major program of 
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replacement of those facilities which are now approaching mass 
obsolescence. 


PERSONNEL INCREASES 


Our third major increase under this appropriation involves person- 
nel. We are requesting a total of approximately $2.9 million to 
permit the ee. yo of existing units that are now seriously 
undermanned. Of this amount, $2 million will defray the cost of 
additional personnel at shore and floating units which have as a pe 
mary task the control and regulation of small boat activities. e 
remainder will go for additional officer and enlisted crewmen for air- 
craft and aviation units. 

In this connection, you will recall that the “Joint Report on Avia- 
tion Requirements” recommended additional personnel to meet man- 
ning standards associated with new, larger, and more complex air- 
craft and to permit a reduction in the workload now imposed on avia- 
tion personnel. 

We have carried out detailed surveys, both at aviation facilities 
and lifeboat stations, to obtain factual data on the amount of time put 
in at these units by officers and men, either on duty or awaiting call. 
The figures are illuminating. 

Our pilots are averaging 82 hours per week at their units—flying 
working, or in a watch status. They average an additional 32 hours 
per week at home awaiting call in emergencies. Highly qualified en- 
listed crewmen must be diverted in many instances to housekeeping 
chores of an unskilled nature because of the chronic lack of man- 
power. At a total of 140 lifeboat stations, crew members are aver- 
aging 120 hours a week on board; 66 hours, either working or on 
watch, and a further 54 hours standing by in case of emergency. 

Although the Coast Guard as a military organization is by no 
means thinking in terms of a 40-hour week, I am sure you will agree 
with me that the correction of these conditions is a matter we should 
accord the highest priority. If the requested funds are authorized 
we will be in a position to ameliorate the situation at units where the 
need for personnel is most critical. This will go a long way toward 
the improvement of morale among loyal, hardworki oast Guards- 
men who are now bearing the brunt of our constantly increasing as- 
sistance and law enforcement program. 


MODIFICATION OF AIRCRAFT 


As our fourth major program increase, we are seeking this coming 
year to complete the wing modification of 27 Albatross aircraft. 
Fund limitations in 1959 forced the suspension of this program. We 
have learned that in all probability the production line for the modifi- 
cation of this class of aircraft will terminate after 1960. Since this 
program is essentially a matter of safety, it is extremely desirable 
that provision now be made to complete the remaining unmodified 
aircraft before the line shuts down. 

For those of you who are not familiar with this aircraft, I may say 
that in its present configuration the plane does not have satisfactory 
single-engine performance and ices up badly in unfavorable weather. 
It is dangerous for continued use under emergency conditions; an en- 
gine failure during takeoff or heavy icing in bad weather may cause 
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the plane to crash. The new wing modification markedly corrects 
these deficiencies and adds, at the same time, an estimated 5 years to 
the useful life of the aircraft. 

This item is included in the present estimates at approximately 
$2.1 million, or about $77,500 per plane, although costs may run 
higher in the future. Other work, including certain electronics re- 

lacement, which is economical to accomplish at the same time, will 

e undertaken when the aircraft are modified, with all additional 
costs to complete these 27 aircraft being defrayed from maintenance 
funds. The completion of this program, I may say, will add signifi- 
cantly to the Coast Guard’s aviation capability. 


MISCELLANEOUS INCREASES IN “OPERATING EXPENSES” APPROPRIATION 


The remaining increases under the “Operating expenses” appropri- 
ation amount to somewhat less than $2.3 million and, individually, 
are minor in nature. They include increased personnel and other 
costs associated with the operation of 95-foot replacements for the 
old 83 footers; personnel for strengthening certain marine-inspection 
units where the inability to keep pace with the growing demands of 
the maritime industry 1s proving a serious bottleneck to marine in- 
terests; funds for the familiarization training in the operation of 
jet aircraft for persons directly engaged in the control of search and 
rescue forces, and personnel to participate in armed services police 
duties in certain localities where the other Armed Forces are insisting 
that the Coast Guard assume at least a part of this function. 

These funds will also permit us to inaugurate a series of profes- 
sional-qualification courses for warrant offiers similar to those now 
available to commissioned officers. We expect to provide additional 
funds for the Coast Guard Auxiliary, so that the Government and 
the public may reap increased benefits in the control of small boating 
realizable through the volunteer efforts of this organization. 

Provision is likewise made for the maintenance of newly installed 
aids to navigation; for more effective communications circuits for 
search and rescue purpose in the gulf, west coast, and Great Lakes 
areas, and for additional ammunition to bring the training of our 
personnel up to the same standards as those for similar weapons in 
the Navy. 

Finally, we have included among these requests funds for a modest 
small-boat-replacement program which will provide new boats for 
about one-half the hulls annually wearing out or overtaken by ob- 
solescence. 

I have touched but lightly on all of these minor items because 
their funding requirements are relatively small; but I can assure 
you that the justification for each has been examined and reexamined 
thoroughly before being included in our final estimates. I am pre 
pared to furnish you with additional information on any of them, 
should you wish me to doso. 

Procrams Unprr “Acquistrion, CoNsTRUCTION, AND IMPROVEMENTS” 
APPROPRIATION 


Under the “Acquisition, construction, and improvements” appro- 
priation, we are requesting new obligational authority of $24,500,000 
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for fiscal year 1960. This is an increase of $6,350,000 over the cur- 
rent year. : : : 

Our proposed expenditures are almost entirely dictated by the 
urgency to replace or rehabilitate the existing physical plant, as 
opposed to the acquisition of new facilities for the enlargement of 
programs. This is the keynote of our appropriation requests this 
year, as I have tried to emphasize in previous discussion. Conse- 
quently, items for acquisition of new facilities are confined to those 
of a necessary nature, as I will indicate when discussing them. 


VESSEL ACQUISITION AND CONSTRUCTION 


Following this policy, we are requesting for vessel acquisition and 
improvement a total of $6.9 million, or about 28 percent of this ap- 
propriation. Of this amount, $6 million will be devoted to the pro- 
gram for replacement of the old World War IT 83-footers, which, as 
a class, are in far worse shape than any other vessels of the fleet. 
I shall have more to say about that program in a moment. 

The remaining $900,000 will be applied to the construction of three 
buoy boats for work on the rivers and to the reengining of a light- 
ship. The three buoy boats will replace inadequate, deteriorated 
wooden-hull vessels which are now in the very last stages of their 
usefulness. The lightship, although constructed in 1936, has a very 
good hull and, if given a new engine, will still be usable for many 
years to come. 

As to the 83-footer replacement program, funds provided in 1958 
and 1959 will permit completion of what might be called the first 
phase of this program; that is, the construction of larger, more sub- 
stantial vessels for use in localities where craft are needed of good 
seakeeping properties and somewhat longer range than the 83-footers 
they are intended to replace. A total of 16 new boats will have been 
constructed under this part of the program. 

As you will recall, the Congress last year authorized funds for the 
design of a patrol boat somewhat smailer in size for use in less ex- 
posed waters. That design is now virtually complete. We expect to 
produce from the funds requested in 1960 a minimum of 15 craft 
smaller in size and less costly than the earlier 95-footers. This will 
leave approximately 30 vessels of the 83-foot class remaining in op- 
eration. Although the latter craft are being operated for the most 
part in protected waters, they are deteriorating rapidly and cannot 
be depended on for assistance or law-enforcement work under diffi- 
cult conditions. The high cost of keeping them in shape dictates their 
eo just as soon as the necessary funds can be made avail- 
able. 

AVIATION PROGRAM 


Passing now to our aviation programs, in which this committee 
has shown special interest, I particularly want to bring to your at- 
tention one development of the past year which has tended to reduce 
the - aircraft replacement requirements reported to you pre- 
viously. 
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REPLACEMENT OF AIRCRAFT 


The Revised Joint Report on Aviation Requirements was predicated 
on the progressive replacement of overage long-range landplanes by 
new C-130 Lockheed Hercules aircraft. This program was sched- 
uled for completion in 1961 and called for a total of 14 C-130’s to be 
on hand or on order by that time. These new aircraft would replace 
old landplanes due for retirement as they reached the end of their 
service life. 

Since discussing this matter with you last year, however, we have 
unexpectedly been able to obtain at no cost from the Air Force nine 
Skymaster DC-4 (R5D) aircraft in reasonably good shape. Thus 
we were able immediately to replace nine of the oldest of the on-hand 
planes and to reduce the landplane inventory to a single type. This 
tended to simplify the landplane-support problem and extended the 
average of the remaining service life of all the R5D’s into 1962. 

As a result of this development, it is now possible to reduce the 
requirement for C-130 replacements in 1960 from five aircraft to two. 
On this basis also, the C-130 procurement program may be extended 
by 1 year, thus requiring the purchase of four aircraft each in 1961 
and 1962 fiscal years. 

Our aviation program as a whole is being shaped to fit in with this 
revised schedule. Total requests for 1960 amount to $10,950,000, of 
which $6,950,000 will go to pay for the two C-130’s. 


IMPROVEMENT OF FACILITIES 


And as a part of the C-130 program, there is included this year a 
further item of $351,800 to alter facilities and obtain equipment at 
three of our air stations which will receive the first of these planes. 
These funds will be applied mainly to improve fueling, parking areas, 
and maintenance facilities which are now not adequate to accommo- 
date larger planes burning jet fuel. 


AIRCRAFT OBTAINED FROM OTHER SERVICES 


In addition, we are wine} funds for 1960 to enable us to com- 
plete the program whereby UF Albatross aircraft received from other 
services are being integrated into Coast Guard aviation. On the whole, 
this program has been a highly economical one for the Government 
since the Coast Guard is able to adapt effectively for its purposes a 
large number of relatively new aircraft not needed by the Air Force 
or the Navy. 

It is essential to our operations, however, that the aircraft be prop- 
erly prepared and adequately backed up by necessary spare parts before 
placing them in use. Unfortunately, 23 of these aircraft were re- 
ceived from the Air Force without spares. It is essential that. so- 
called life-of-type spares be obtained for these aircraft to insure their 
continued future operation by the Coast Guard. At the present time 
they are being maintained from stocks previously accumulated for 
other aircraft of this class. Early stock replenishment is essential 
to avert the possibility of having to ground these planes because of 
a lack of spares. Our request under this item is approximately $1.9 
million. 
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An additional $1.4 million is being requested to prepare for our use 
seven of the aircraft most recently received from the Air Force. In 
addition to the installation of special Coast Guard equipment, these 
aircraft will require the wing modification to oe their flight 
safety, of which I spoke previously. This group 0 7 planes is being 
carried in this appropriation rather than under “Operating expenses 
because they actually constitute a new acquisition and have not been 
part of the Coast Guard operating forces as have the other 27 planes 
of this type to which I referred earlier. 


IMPROVEMENTS AT FLORIDA AIR STATIONS 


As a final aviation item, $250,000 is requested for minor but essen- 
tial improvements at the Port Angeles, Miami, and St. Petersburg 
Air Stations. 

Although funds for aviation purposes will consume about 45 per- 
cent of the total requested under this appropriation, I think you will 
agree with me that the program is a modest one when viewed in 
relation to the overall requirements of the next few years, as set 
forth in the Joint Report on Aviation Requirements. I feel that 
we can safely proceed in 1960 according to the schedule I have out- 
lined, but sharp increases in appropriations must be anticipated for 
the future if the Coast Guard is to continue to maintain a safe and 
effective aviation organization. 


SHORE STATIONS AND NAVIGATIONAL AIDS 


_ The next major heading under the “Acquisition, construction, and 
improvements” appropriation includes funds for shore stations and 
navigational aids. We are requesting approximately $4.3 million 
for these facilities, or about 17 percent of the appropriation. These 
estimates are distinguished this year by a single item appearing for 
the first time, to which I would ies your particular attention. 


REPLACEMENT OF FAMILY HOUSING 


_ We are requesting $1.5 million to replace inadequate family hous- 
ing. Due to legislation passed by the last Congress, the Armed 
Forces are required either to replace housing declared to be inade- 
quate according to standards approved by the Bureau of the Budget 
or to place the housing in proper repair. Otherwise, inadequate 
family quarters must be disposed of by the end of fiscal year 1960. 

As you know, most of the family quarters provided by the Coast 
Guard are located at small, outlying stations, where private housing 
1s not readily obtainable. The majority of these quarters are quite 
old and many are inadequate by any standard. Others, although 
lacking such features as modern plumbing, electric power, or of in- 
convenient design, might, according to the established standards, be 
declared inadequate. However, where such quarters are livable and 
do not impose a real hardship upon the occupants, we are taking ad- 
vantage of the latitude permitted by the standards and are not de- 
claring them to be inadequate. This will enable us, we believe, to 
remain within the $1.5 million figure contained in these estimates 
for the replacement of family housing which clearly does not measure 
up to the intended requirements of the law. 
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These funds will thus be almost wholly consumed for the replace- 
ment of the poorest and oldest of our family housing. Remaining 
quarters which may in fact be inadequate by reason of disrepair, it 
is intended to accord high priority in the application of routine main- 
tenance funds requested elsewhere in these estimates. 


AIDS TO NAVIGATION 


Next in magnitude under this heading are two items we are request- 
ing for aids to navigation purposes. The one is for $815,000 to install 
miscellaneous minor aids; that is, individual projects generally 
amounting to less than $20,000 ; the other is for $918,000 to mark larger 
projects, many of them connected with improvements to navigable 
waterways carried out by the Corps of Engineers. 

Although I know that you are familiar with the purposes for which 
these funds are requested, I may say that these two items have been 
carefully evaluated, both by our own planners and in the Treasury 
Department, to insure that expansion of the overall system of aids 
be held in 1960 to an absolute minimum. 

For reasons I have already stated, it is one of our objectives in the 
1960 budget to confine new funds, insofar as possible, to improvement 
of the existing plant rather than to its enlargement. These funds will 
enable us to keep reasonably ahead of the backlog of minor aids build- 
ing up each year and to mark Corps of Engineers improvements which 
we estimate will be due for completion. 

Associated with these items is a separate project amounting to 
$200,000 as phase IT in the establishment of a system of aids in a por- 
tion of the Intracoastal Waterway paralleling the Louisiana coast. 
A buoy boat and light attendant station essential to the installation 
of the new aids have already been procured. These funds will enable 
us to mark adequately waters that are now heavily traversed by intra- 
coastal shipping and of growing economic importance to the Gulf 
area. 

Other projects under this heading total $897,000 and include the 
rebuilding of Charleston Harbor Light, originally built in 1876 and 
now so precariously undermined by the sea that it must be abandoned 
no later than next year; the replacement of housing and other facili- 
ties destroyed by fire at Georgetown, S.C., Light Station; the replace- 
ment of makeshift family housing at a remote and relatively inaccessi- 
ble loran station located at Point Arena, Calif., and to build a new 
lifeboat station at Cape Hatteras, N.C., where, in 1954, the original 
facilities were washed away by the sea and we have been occupying 
temporary and unsatisfactory facilities ever since. 


IMPROVEMENT OF FACILITIES AT EXISTING BASES 


Finally, under the “Acquisition, construction and improvements” 
appropriation, we are requesting approximately $2.4 million for the 
improvement of facilities at existing bases. 

major item of pressing importance is for completion of the con- 
solidation of facilities at Sault Ste. Marie, Mich., which, as you may 
recall, was started with appropriations received in prior years. We 
are requesting funds in the amount of $780,000 which will enable us to 
abandon a small, substandard installation located a mile from the 
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main base and to provide adequate operational and support facilities 
all at one location. 

Approximately $700,000 is included under this heading to improve 
whateas and mooring facilities at Seattle and St. George, Staten 
Island, and to replace the electrical wiring system at the Charleston, 
S.C., base. All three of these improvements are badly needed since 
the facilities involved have deteriorated to the point where they are 
either unsafe or unsuable. 

Base Buffalo is recommended for replacement and improvement 
this year. The overall condition of this unit is among the poorest in 
the entire service. The combination barracks-mess-oflice building has 
been declared unfit for occupancy. The base, originally a lighthouse 
service depot, is now a multifunctional unit that cannot operate eco- 
nomically using existing inadequate, obsolete, and poorly laid out 
facilities. New barracks and improved industrial and operational fa- 
cilities are urgently needed. 


Programs Unper “Retirep Pay” APPROPRIATION 


Obligations for 1960 for retired pay of military personnel are esti- 
mated at $29,900,000, an increase of $2.1 million over 1959. 

Of this increase, approximately $700,000 is attributable to pay in- 
creases resulting from legislation enacted by the last Congress and not 
now contained in the 1959 appropriation, which is currently bein 
apportioned on a deficiency basis in anticipation of supplementa 
funds later in the current fiscal year. 

The remaining $1.4 million has been computed on an actuarial 
basis, taking into account expected attrition and the addition of new 
persons to the retired rolls by reason of age, length of service, and 
physical disability. It is computed that there will be an average of 
394 more persons in a retired status during 1960 than in 1959. 


Programs Unper “Reserve TRAINING” APPROPRIATION 


For Reserve training purposes, we are requesting $15 million in 
fiscal year 1960, the same amount appropriated for the current fiscal 
year. 

Before going further into this request, I believe it would be desir- 
able to provide you with a little background information which may 
give you a better understanding of our overall objectives in connec- 
tion with the Reserve. 

When the Reserve Forces Act was amended in 1955 to authorize 
the development by the Coast Guard of a Reserve adequate to satisfy 
mobilization requirements, we had approximately 25,000 persons on 
the Reserve rolls, or about 60 percent of the number needed. The 
quality of the Reserve at that time, however, was quite poor; funds 
were available for paid drill training of about 5,000 persons, less 
than a third of immediate mobilization needs. A large proportion of 
the remainder had never engaged in training and displayed no in- 
terest in the Reserve whatever; they were on the rolls in a Reserve 
status — as a product of legislation enacted at the time of the 
Korean conflict. 


Hence, we were faced in 1955 and in ensuing years with a twofold 
problem: 
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First, to build up the organized training units to immediate mobili- 

—_ jin aaa and by this I mean our needs through the first 15 
ays; an 

— to purge the Reserve rolls of ineffectives and improve its 
quality. 

To date we have proceeded very satisfactorily toward the first 
objective. At the end of 1959 we will have approximately 12,800 
persons in all forms of paid training. This figure will rise in 1960 
to 16,400, provided present requests are authorized. We are rapidly 
reaching the point, in terms of numbers, where we will be able to 
satisfy our initial mobilization requirements. Moreover, the total 
Ready Reserve strength will stand at nearly 36,000 officers and en- 
listed persons by the end of fiscal year 1960. This compares favora- 
bly with our ultimate goal of 40,000. The emphasis up to now has 
been directed toward a buildup in numerical strength since we recog- 
nized that we had, as a first step, to obtain the people before going 
further with the development of an adequate Reserve. 

As to the second objective, I must report to you that the quality of 
the Reserve is not fully satisfactory. Our existing facilities have 
been taxed to the utmost to accommodate the training buildup that 
has been realized to date. Consequently, we feel that the emphasis 
of the Reserve training program should be shifted toward improv- 
ing the quality of the Ready Reserve, both of persons in a training 
status and in the active status pool. We have already taken certain 
steps in this direction. 

Although we are still below our target strength of approximately 
40,000 persons in the Ready Reserve, I have directed the discharge 
of some 1,700 enlisted persons and the transfer to the inactive status 
pool of 950 officers who have not attended drills or displayed interest 
in maintaining their Reserve status. This action has had a salutary 
effect upon the Reserve as a whole. 

We feel it essential, as a next step in this process, to divert a sub- 
stantial portion of the funds becoming available for Reserve pur- 
poses to the acquisition and improvement of physical facilities for 
training. At the present time, reservists are housed, in some cases, 
in the oldest and least satisfactory of the barracks at our training 
stations. They lack, in many instances, adequate facilities for week- 
ly drill purposes. There does not exist any central training estab- 
lishment where unit training can be provided during the summer 
season. All of these matters need attention and correction before 
the Reserve as it exists today can be considered to be on a sound 


is. 

Although the estimates before you include funds for only a very 
small portion of these needs, I may say that we are actively planning 
for expanded and improved Reserve facilities in future years. Natu- 
rally, we shall seek to confine new fund requirements for this purpose 
toaminimum. We believe wecan feasibly do this by two means: 

First, by replacing and improving facilities at existing Coast Guard 
installations to the maximum extent practicable, thus avoiding added 
costs associated with the acquisition of new property. 

And secondly, by acquiring from other Federal agencies facilities 


suitable for, or which may be adapted to, our uses. 
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In this latter connection, I may say that we are now considering 
the relocation of the Officer Indoctrination School, (which includes 
the Officer Candidate School) to facilities being given up by the 
Navy at the former Mine Warfare School at Yorktown, Va. Our 
a are in a preliminary stage only, but if we find that we 
can take over the Navy school economically, it would be highly 
advantageous to move the Officer Indoctrination School out of New 
London. 

As you are aware, the facilities now being used at the Academy 
for the training of Reserve officer candidates are crowded, inadequate, 
and substandard from every point of view. Consequently, we are 
vigorously pursuing any possibility that will enable us to make a 
favorable change. Should it be possible to obtain a suitable facility, 
at Yorktown or elsewhere, we would later plan on developing it to 
accommodate the summer training of reservists as well as officer candi- 
dates. 

Although I shall not go into the details of our requests under this 
appropriation, there are certain matters which should be brought 
to your attention. 

First, we are planning a substantial increase in the number of per- 
sons in a paid training status. Depending on the enlistment rate 
in the so-called 6-month, 8-year program and the possibility of 
having to divert funds to the relocation of the officer indoctrination 
school, we should have about 16,000 persons under training by the 
end of 1960. 

Second, we are going to absorb added costs associated with the 
recent pay legislation without seeking additional funds. This will be 
possible through the deferment of the construction and operation 
of ten 30-foot training craft originally planned for 1960, the elimina- 
tion of an item to enlarge the Cape May, N.J., rifle range, and the 
cutting back of a portion of the recruiting organization. 

Finally, we are shifting emphasis in the Reserve recruiting pro- 
gram almost wholly to the 6-month, 8-year plan. The 2-year, 6-year 
plan has been found to have certain disadvantages which I am pre- 
pared to discuss with you, and we plan to use it only to a very 
limited extent. 

I think I can state with confidence that the policies we are pursuing 
with respect to the Reserve will eventuate favorably. While not 
losing sight of ultimate mobilization goals, we have sought to avoid 
building up the Reserve, either facilitieswise or in terms of numbers, 
out of proportion to the regular establishment. Our current esti- 
mates are based on this concept. 

; I shall be pleased to discuss them in further detail should you so 
esire, 

Before closing, I should bring briefly to your attention a few other 
matters in which I believe the committee may have some interest. 


PROGRAMS FOR OTHER AGENCIES 


First, we are continuing to carry out certain oan that are 
financed by appropriations of other departments. Noteworthy amo 


these is the ocean station program financed by the Department o 
Defense. 
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As you know, the vessels employed on this duty also carry out search 
and rescue and other functions of the Coast Guard, even while on ocean 
station. We are operating a vessel in the Mediterranean for the U.S. 
Information Agency. This vessel transmits Voice of America broad- 
casts in an area where shore transmitting stations are not available 
for the purpose. We are commencing the maintenance of additional 
aids to navigation in the St. Lawrence River on a contractual basis 
for the Seaway Corporation. 

‘We are, in addition, devoting a substantial effort to developmental 
work for the Department of Defense, in the field of loran. Aside from 
those stations which have passed the developmental stage and are go- 
ing into our regular program, we are operating a chain of three ex- 
rac stations on the east coast and facilities in the Hampton 

toads area connected with a new form of loran which may have im- 
portant defense implications. All of these projects are financed by 
reimbursement. I point them out mainly to indicate the magnitude 
of the scientific developmental effort which we as a small service are 
undertaking. You will appreciate the engineering burden being car- 
ried by our organization when considering these experimental pro- 
grams in connection with other progressively expanding loran require- 
ments of the Department of Defense. 


MANAGEMENT IMPROVEMENT 


I can report further progress in our efforts to improve management 
and provide better service and protection to the public. 

We have instituted an incentive awards program for military per- 
sonnel comparable to the civilian program of the same kind. Pro- 
vision is now made for enlisted men and officers through the grade of 
lieutenant commander to receive special compensation for ideas sub- 
mitted which may lead to financial savings or better management. 
These awards range from $10 to $1,000 for adopted ideas of eligible 
suggestors and are being paid, for the present, from nonappropriated 
funds. 

MERCHANT VESSEL REPORTING PROGRAM 


We have during the current year been able to make a start on a 
new program for the incorporation of merchant vessels into the over- 
all search and rescue organization provided by the national search 
and rescue plan. So far, this program is confined to the North 
Atlantic Ocean. It provides for the periodic position reporting by 
merchant ships to our rescue coordination center in New York. We 
' believe this new system offers great possibilities for assistance to other 
vessels and downed aircraft by merchant ships in position for rescue. 
It has been received quite favorably by the shipping industry gen- 
erally, both here and abroad. 

Diverting for just a moment from my prepared statement, I would 
like to mention a little more about this merchant vessel reporting 
system for two reasons. 

From this statement you might wonder what is new or revolutionary 
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about getting reports on ships and knowing where they are in order 
to augment our search and rescue capability. The thing that makes 
this particular system that we have set up in the last year so workable 
is the fact that we have brought into it what is popularly called the 
electronic brain. In other words, as these reports come in, they are 
fed into this machine so that in the event that we get a request for 
assistance we can in a very few minutes find out from this machine 
all of the facilities—that are reported to us, of course—that are in 
that general area, their general capabilities, that is, such things 
as to whether or not they have a doctor aboard and that sort of thing, 
and make a quick analysis of whether they are close enough to really 
be of assistance and what they can do, and in effect control the 
operation. 

That has been one of the reasons why, very frankly, the shipping 
companies have been very happy to come in on this program. They 
see in it this sort of a situation: As you know, when a distress signal 
goes out, it is the common law of the sea that anybody that is within 
reach will respond. However, in many instances there may be 
instances where you might have 10 ships, some of them as much as 
two or three hundred miles away, and they could not be of any 
effective service anyway. With this system, we can tell in a very few 
minutes whom we have available, divert the ships that can be of 
assistance, eliminate those ships that cannot do anything. Then the 
same thing applies to planes or any other facilities in the area. 

As I say, it has been well received. We have only this one setup at 
the present time that was put into operation. | can give you statistics 
later on as to the results to date, on the number of reports. We have 
a number of actual cases where I can demonstrate where it has been 
used in analyzing a particular situation. It has been in operation 
since the 1st of July. 

We started with getting only maybe 700 reports a month. We are 
now getting well over 2,000 reports. I have the actual statistics with 
me. 

_ The thing I did want to mention was that I hoped that at some 
time when the committee is in New York and in the Customhouse, 
they will take time to take a look at this new system which we have 
set up. I think you will be interested in it. Let them simulate a 
trial case and pick, as I say, a latitude and longitude at random and 
see whether the master or electronic brain actually digs out the in- 
formation on the ships and things. I think you would be quite 
interested in it. 

Mr. Gary. What area does that cover ? 

Admiral Ricumonp. The North Atlantic, generally. Actually, it 
covers the whole Atlantic coast and the North Atlantic. In fact, it 
even has information as far down as south of San Juan. 

_ Actually, the ships, as they pass a certain point, report their posi- 
tion, course and speed, which is ground in, and other necessary infor- 
mation. They make one intermediate report, as I recall it, about 
halfway in from that. That line is roughly, I would say it runs down 
Just about off of Newfoundland. You might be able to visualize that. 
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eer they make another report, which is ground in, you might say, to 
verify. 

Of course, that information is stored in this electronic brain and 
ena advanced, that is, based on the information we are given. 
Of course, obviously, if they are off on their course or their speed, 
why, to that extent any results come out in error. 

But the thing is that it does in moments what you could not do with 
a staff of people. I mean just visualize trying to keep records on 
2,800 ships anywhere near the speed at which this computer turns out 
the results. 

Mr. Gary. It would not embrace an area out as far as the one in 
which the Danish ship recently sank? 

Admiral Ricumonp. No, it would not, sir. 

And actually, of course, that was a different situation. This is pri- 
marily designed to be of help, you might say for aviation, I mean 
where speed is of the essence. They probably did get some reports 
from ships up in that area, but it would not necessarily be comprehen- 
sive because actually the ships are much further south. 


FIELD TECHNICAL OFFICES 


Additional funds provided during the current year have made it 
possible to establish field offices for the technical examination of plans 
for new construction or alteration of merchant vessels. These offices 
are located at New York, New Orleans, and San Francisco. While 
taking a portion of the load off Coast Guard Headquarters, in Wash- 
ington, they have greatly improved the rate at which we can process 
plans and are of a decided help to the industry. 


SUPPLY MANAGEMENT AND RELATED MATTERS 


We have this year concluded agreements with the Navy, Army, and 
Air Force for further mutual logistical support where this was not 
heretofore available. The effect will be to provide many of our units 
with a wider range of supply on a ready basis from nearby Depart- 
ment of Defense activities. This will make possible some reduction in 
shipping costs and a curtailment of inventories. 

e are progressing in mess management. This year, savings were 
realized through participation in the surplus dairy products program 
under Public Law 85-835, and commissary support was extended to 
larger Coast Guard messes by agreements with the Department of 
Defense through the single manager for subsistence. 


CONFERENCES 


Before closing these remarks, I should say a few words on the sub- 
ject of conferences. The growing complexity of Government, both 
national and international, demands continuing liaison between repre- 
sentatives of interested organizations at a constantly growing rate. 
This is having a perceptible effect upon the Coast Gased. We are 


finding it extremely difficult to provide qualified representatives of 
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suitable rank to participate in conferences in which the Coast Guard 
has a vital interest. Such representatives, perforce, must be taken 
from other duties, which naturally suffer thereby. 

In this connection, I should mention two important conferences in 
London in 1960, for which the Coast Guard, pursuant to a request 
from the Department of State, is coordinating the preparation of the 
United States’ position. These are the International Safety of Life 
at Sea Convention and the Load Line Convention. Toward this end, 
we have organized committees consisting of representatives of Gov- 
ernment, industry, labor, and technical societies, to prepare the United 
States position. 

Also, in the fall of 1960, the United States will host the Interna- 
tional Technical Conference on Lighthouses. This conference is held 
every 5 years and includes representation from some 16 nations. We 
have been working closely with the Department of State in prepara- 
tion for its conduct here. As the United States Agency responsible 
for aids to navigation matters, prime responsibility for arranging 
the conference will, of course, fall upon the Coast Guard. Naturally, 
this will entail the expenditure of considerable effort by our personnel, 
as well as funds for costs associated with the conference, which we, 
as host Nation, should properly assume. 

Additionally, there are other conferences too numerous to mention 
in which we find it absolutely essential to participate. I see no end 
to this; nor do I offer any remedy. I simply state the situation to 
inform you of the extent to which the Coast Guard is engaged in 
activity of this nature. 


ACCRUED EXPENDITURES LIMITATION 


As you will recall, the Coast Guard was one of the first agencies to 
prepare its appropriation request in the form of a cost-type budget. 
We are now in the third year of such a presentation. 

As a final word, I should like to inform you that we have now been 
selected to pioneer the administration of the new accrued expenditure 
concept set up by the last Congress under Public Law 85-759. On 
this basis, an accrued expenditure limitation has been proposed for 
our “Operating expenses” and “Acquisition, construction and improve- 
ments” appropriations. 

_ Before I conclude, there are two other items I would like to men- 
tion to the committee which are not included in the statement. 


IMPROVEMENTS AT THE COAST GUARD ACADEMY 


_Last year, as you know, Congress provided $2 million for addi- 
tional permanent-type barracks at the Academy, and I just wanted to 
make a report on the progress to date. 

We had a general idea of what we wanted todo. This was, in effect, 
to put a wing on Chase Hall that would connect the two barracks 
wings of Chase Hall at the present time. We employed an architect, 
Mr. Douglas Orr, of New Haven. We felt he was the best for sev- 
eral reasons. He has a very fine reputation. In addition to that he 
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was the architect, you may recall, who designed our chapel, the me- 
morial chapel, and we have been quite satisfied with his work. 

The final detailed plans we have tried to expedite in every way we 
can and they have in effect been practically approved. In other words, 
we are now in the process of getting prepared the request for esti- 
mates and bids, which I would hope we might get out no later than 
the 15th of February, and I would guess that probably it would take 
about 45 days. We will have to allow probably a minimum of 45 
days for the bidders to estimate, and we feel that 30 days wouldn’t 
give them adequate time to submit proper estimates. 

So that if everything works as we now feel, we hope to break ground 
about the first of May on the barracks and according to our timing, 
we figure the barracks will be completed and ready for occupancy for 
the class that enters in September 1960, or a year from this September. 
That is our present schedule on the barracks. 

Mr. Gary. The weather would not be too good for construction work 
in that area before that time, would it ? 

Admiral Ricimonp. You see, sir, if we can get started this summer 
with the preliminary work, the foundation work, and during the 
winter, if they are able—and I would doubt that they would—they 
can yet the building closed in; but they won't be able to do much during 
the winter. 

Mr. Gary. Even if you had your plans completed, you couldn’t very 
well start before May 1? 

Admiral Rictumonp. No. That is right. 

Mr. Gary. You are not losing any time because of that. 

Admiral RicumMonp. That is right. It seems like it is a long time 
from the time the money is appropriated before you get us into the 
building, but after all, this was a rather peculiar problem because we 
had to keep the same architectural style at the Academy. I mean it 
was not just building a separate building, it was a matter of building 
onto another building, and also it had to incorporate the existing 
galley in the building which they are doing by what amounts to a 
cantilevering over the galley. I mean from the outside it would look 
like it is all part of the same building. 

May I gooff the record? 

(Discussion off the record.) 

Mr. Gary. Admiral, in this connection, there seems to be quite a 
campaign on now amongst the parents of cadets. I have received 
several letters with reference to needed improvements at the Academy 
and I am fully aware of that need because it has been my privilege 
to serve on the Congressional Board of Visitors for the last 4 years, 
and each year we have listed certain needs in our report. Most of 
these letters, however, are referring to the unsafe condition of the 
buildings and the fire hazards. 

Now, that situation will be largely corrected by this new building 
for which the Congress has already appropriated money, will it not! 

Admiral Ricumonp. It will be, largely, insofar as the cadets are 
concerned. That is quite correct, sir. 

Perhaps, for the benefit of the committee, I might just review the 
situation at our Academy. 

As you know, we have an Academy that was built in 1932 up toa 
requirement of 200 cadets with a possible overflow of 300 cadets. 
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During the war we built on the same property a Reserve Officers 
Training School, and the buildings were of frame construction. Most 
of those buildings stood idle from the close of the war until the Korean 
situation, at which time we reopened our Reserve Officers Training 
School at New London, in those temporary buildings. 

Some of the buildings, in the meantime, were being used by cadets, 
the auditorium, for example, because during the war we were up to 
probably 400 cadets. 

The original auditorium, which was in the engineering building, 
was inadequate. 

By hindsight—although I think it was the only thing we could do 
at the time, I am inclined to believe that relocating the Officer Candi- 
dates School, or OIS, as we call it, because we give it both names, was 
a mistake, because, as you know, the people who go to OIS and OCS 
are there for a short period, 4 months. This causes inevitable friction, 
I feel, which comes about from having an institution dedicated to 
training cadets for 4 years, friction which comes from the feeling— 
“Here is a man who in 4 months will be an officer in the Service. 
True, he will be a Reserve officer. True, he has probably already spent 
4 years in a leading college.” 

After all, though, cadets are not always objective in their view- 
points, so I am sure you know this, and I think that is only natural. 

On the other hand, I think there is a tendency on the part of the 
OCS boys who have been through 4 years of probably a good technical 
school, and let’s face it, who look down their noses at the cadets. 

They say “They are just a bunch of high school kids; they are 
undergraduates.” Let’s face it. 

That wasn’t a desirable situation ; but we have gotten along for two 
reasons: The OCS schools had been fairly small; the classes had been, 
generally speaking, under a hundred for the 4 months. The Academy 
itself was, as I say, running at a strength of, say, 400. 

Because of the increase in the requirements of the Academy, we are 
now up to 600, that is, because of the requirements for the Reserve, as 
well as OCS. 

If there were any frictions—and I am not saying there were— 
before, they are being aggravated because of the fact that we are up 
to full capacity at the present time. We have been looking around 
for some time to attempt to get the OCS out of the Academy. That is 
In my statement in full. I have mentioned here the possibility of 
Yorktown. We have looked at five or six other places. 

May I go off the record ? 

(Discussion off the record.) 

At the present time we have three of these wooden barracks. Two 
of them are presently occupied by cadets. One is occupied by OCS 
candidates. In addition, the new construction I just referred to will 
take a year from this September, that is, it will be September of 1960, 
to take the cadets out of those two barracks. 

_ Mr. Gary. So when this facility which has already been author- 

ized, and for which money has already been appropriated, is com- 

— oe of the cadets will be housed in permanent construction 
uildings ? 

Admiral Ricumonp. That is correct; and there is not anything 
that money or anything else can do which can change that situation. 
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As I indicated, we are moving as fast as we can to build that and, 
truthfully, as soon as it happens, I would like to get rid of those two 
wooden. buildings. ; = 

You may recall a few years ago we had a partial repairing of one 
of those buildings, but we simply could not get rid of them. 

If we could remove the Reserve school away from that or the OCS 
school, we may remedy the situation as far as the OCS candidates 
sooner. I cannot give you a definite answer. 

Mr. Gary. You certainly would not want to erect permanent build- 
ings for them until you determine whether or not you are going to 
move them away? 

Admiral Ricumonp. That is correct. In other words, if I were 
able to say that money was available for the Reserve school, I would 
be opposed, under any circumstances, to putting those buildings on 
the Academy grounds because I think it is a mistake to have the two 
schools there. 

That leaves this situation: We still have to occupy the auditorium. 
The present site is inadequate and it is a wooden building and it has 
all the potentials of a wooden building for that type of thing. 

We do take all fire precautions. We do not allow smoking in the 
auditorium and that sort of thing. We have a recreation building 
across from the auditorium that we would like to replace; also I 
believe the other buildings, the fieldhouse, as such, and then I think 
the Academy would like to get a new enlisted man’s building. That 
has nothing to do with the Reserve. 

Mr. Gary. I think they want some improvements to the athletic 
field, and isn’t there also some question about your powerhouse? 

Admiral Ricumonp. That is for next year. I think even the 
Academy has come up with adjustments on the classrooms that will 
be satisfactory, so we have nothing in mind for that, but unfortu- 
nately, it has even taken me quite a little time to explain it to you 
gentlemen who are familiar with it. Now, many of these parents, 
I think, have had or have yee entirely erroneous figures as to what 
is a If you say that you received only a few letters, sir, I 
would guess that that probably was an understatement, because there 
have been an awful lot of letters written, I regret to say. However, 
I think that we have taken steps to try to advise everybody of the true 
state of affairs, and I think this question probably will be ironed out. 
I don’t want you to consider me as saying that I do not think a new 
auditorium is necessary, but I have told parents and I have told others 
that it is not of the highest priority. There are other places that 
could take more consideration than a new auditorium for the Academy, 
as much as I would like to have a new auditorium. 

Mr. AvexanpDer. The auditorium you are now using is a one-story 
wooden building? . 

Admiral Ricumonp. Well, it isa very high building—yes, sir. They 
do have a balcony in the back of it. 

May I go off the record ? 

(Discussion off the record.) 

Admiral Ricumonp. Even with 600 cadets it is not adequate, sir. 
For example, for big ‘occasions, as last year when we had hoped to 
handle graduation inside—anytime when you had a graduation inside 
you could not have the whole cadet corps present. You can have 
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only the graduating class by the time the parents get together, and 
that sort of thing. eee ! 

Admiral Hirscurte.p. I might explain that this building is built 
on the side of the hill; the largest part is on the bottom side of the 
hill and goes back up, so the back end of the auditorium is much 
shorter, you might say, than the other part. 

Mr. Aexanper. I was thinking of the fire hazard. 

Admiral Ricumonp. As Admiral Hirshfield indicated, there are 
very fewsteps. In other words, it is on a level. 

Mr. Gary. Now, youhad one more item. 


CASES UNDER THE TORT CLAIMS ACT 


Admiral Ricumonp. Yes, sir; I wanted to mention that we had 
two cases come up this year under the Tort Claims Act. They would 
put considerable burdens on our appropriation if we had to absorb 
that. 

In the first case, you are familiar with the South Amboy explosion 
of a number of years ago. You remember that some dynamite and 
land mines blew up the city of South Amboy ; Perth Amboy was pretty 
badly damaged. 

There were over 10,000 claims which were consolidated into 121 suits 
against the United States. It was indicated that the claims against 
the United States amounted to somewhere in the neighborhood of $22 
million when they first came in, but over the years they have simmered 
down until about 3 months ago we received word that the court had 
worked out a compromise. The total compromise figure was $3,310,- 
000. Fifteen private defendants are to pay most of it—$2,910,000— 
and the Government was asked to contribute $400,000. We were asked 
or the Coast Guard was asked, What did we think about this? Of 
course, we felt it was not up to the Coast Guard to decide whether it 
was a good legal principle to compromise a claim of this nature. Gen- 
erally, we felt probably it was, but it was finally decided, however, 
after a conference between the Treasury Department and the Justice 
Department, it would be ; but, of course, in the final analysis, the Coast 
Guard has to come up with what they felt, since the Coast Guard was 
involved in the original explosion and in the original investigation, 
the Coast Guard appropriation would have to provide the $400,000 
under the Tort Claims Act (28 U.S.C. 2672), since this was a com- 
promise to settle the matter without expensive trials, rather than a 
judgment. 

Whereas some of the early tort claims we first discussed with the 
committee were down in the small sizes, when you get up to a $400,000 
cla i that is a pretty steep amount to have to absorb in your appro- 
priation. 

Mr. Gary. Was that a court order? 

Admiral Ricumonp. Yes, I would say so. It was a compromise 
agreement by the Attorney General, with Treasury Department con- 


currence, and approval order by the U.S. District Court, District of 
N “él oats Chief Judge Forman, who had worked hard to bring it 
about. 

Mr. Gary. If it is a court order, it seems to me it ought to be 
handled like other judgments against the Government—with a spe- 
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cial appropriation. I see no reason why the Coast Guard should 
absorb it. 

Admiral Ricomonp. May we go off the record ? 

Mr. Gary. Yes. 

(Discussion off the record.) 

Admiral Kicumonp. Now the other claim is more directly a tort 
claim. 

On July 21, 1957, an ambulance from Alameda Base sounding the 
siren, although there is some question as to whether he sounded it 
early, went through an intersection on a call, collided with a car in 
which a Navy enlisted man and his wife were riding. The wife was 
seriously injured. That claim has now been instituted in a suit 
against the Government. That claim has been compromised at 
$210,000. The original suit was for $1,350,365. 

I just mention these in passing to apprise the committee the type 
of thing the Coast Guard, as well as other agencies, are confronted 
with. 

Mr. Gary. That isa claim against the Coast Guard ? 

Admiral Ricumonp. There is no question about that, because under 
the Tort Claims Act, that specifically comes back to the agencies. 

Mr. Gary. We will now recess until 2 o’clock this afternoon. 


AFTERNOON SESSION 


Mr. Gary. I want to say that you gave us a very comprehensive and 
able review of Coast Guard activities and budget needs this morn- 
ing, as usual. We are delighted to have the information which will 
be of great service to our committee in arriving at its action on your 
request. 

SMALL-BOAT PROGRAM 


Can you give us some estimate as to what the coast of the small- 
boat program is going to be? 

Admiral Ricumonp. Sir, before we begin on that, I would like to 
mention that this morning Mr. Alexander asked me a question and I 
do not think my description of the auglitorium was too intelligent, so 
I brought up a couple of pictures which I would like to show him. 
It has changed a little bit since then. 

This is the auditorium building, sir. The other members of the 
committee might like to look at the pictures. 

There are two phases to the boating bill of last year which I would 
like to discuss separately. 

In the first place, as you know, sir, the bill actually was a bringing 
together of several independent bills, the Motorboat Act, the Number- 
ing Act, and Reckless Operation Act, into one bill and applying it to 
small boats. 

There really is not too much new in the bill except this, that it does 
provide that, in the numbering of small boats, where the States met 
certain standards set up in the bill and conform in effect to an overall 
Federal system to be set up by the Coast Guard, that part of the work 
can be transferred to the States. 

That is a novel idea that does not pertain under the present number- 
ing system. It did, of course, extend the numbering to any boat, irre- 
spective of size, that is powered by more than a 10-h.p. motor, whereas 
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at the present time boats with outboard motors of under 16 feet in 
length are excluded from numbering. 

This feature of the States being able to take over part of the work 
makes it very hard to = a very realistic estimate for this reason. 
Strictly speaking, if all 49 States met these standards and took over 
the numbering, then the cost to the Federal Government would be zero. 

On the other hand, at this stage of setting up this new system we 
have to go on the assumption that maybe none of the States will set 
it up. 

eckdunteliy, this new numbering provision does not become effective 
until April, 1960; in other words, about a year from now. 

My one guess is that probably we will have to set up the Federal 
system and that probably by next year as many as eight States may 
have adopted this numbering system and undertake the numbering 
aspect. 

The overall cost, according to my recollection of the numbering 
alone, was something well over a million dollars to set up the system. 
This is on the assumption that none of the States took over any of the 
activities. 

Mr. Gary. Let me ask one question there. 

Will there be any license fees charged which would bring in revenues 
to offset that expense ? 


LICENSING OR NUMBERING FEE 


Admiral Ricumonp. Yes, sir. It is planned to charge a licensing or 
a numbering fee, which to date we have indicated would not exceed $5. 
There has been some discussion on this, whether that is enough or 
too much. Of course, that will not be controlling on the States. 

The presumption is that this new system will be self-supporting 

from that aspect, but of course at the original outset you have to 
put out the money before you start collecting. You have to keep 
that in mind. 
_ In the law-enforcement field basically there is no difference as I see 
it, no great difference, except this: Very truthfully, at the request of 
the Coast Guard the reckless-operation law has been modified in this 
bill to permit the assessment of a civil penalty against an operator 
who in the opinion of the Coast Guard is operating recklessly. 

The difference is it does not do away with the criminal statute 
that has been on the books for a number of years. The difference is 
this, that at the present time in the area of reckless operation we as 
a matter of practice have been unable to get any prosecutions unless 
as a result of the reckless operation there has been a serious injury or 
even loss of life. 

Therefore, the prosecution of reckless operation against small boats 
has been, as I indicated, not carried out by the Coast Guard for the 
simple reason that it was a worthless gesture; there was nothing you 
could do about it. It was in effect like having a traffic law where 
the policeman would not hold you up unless you ran over somebody 
and in effect could prosecute you for a criminal offense. 

We expect, and I am quite sure this is going to happen, there has 
been so much talk about this boating bill that the complaints will 
ierease. We get a great many of them from people now. The com- 
plaints are going to be considerably increased and they are going to 
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expect a great deal more action from the Coast Guard in investigating 
complaints of reckless operations. 

At the present time, for example, if a person complains that the 
boat was operating recklessly, quite honestly, our practice is not to 
investigate unless we feel sure that as I say some injury has resulted 
from that, for the simple reason that it does no good, because we would 
refer it to the U.S. attorney and he just drops the case. It is not 
enough to worry about. 

That means that if we are going to carry out the intent of Congress 
in passing this bill, and I believe the intent of the people who have 
accepted this bill, we are going to have to be much more alert in en- 
forcing the law and in investigating complaints of reckless operations 
and attempting to prosecute these penalties against the people. 

Of course, none of these penalties are enforceable on our say-so 
alone. That is to say, if the individual wants to contest the penalty 
he has the right, of course, to take it to court. So that may mean 
that many of our personnel as this thing develops may spend consid- 
erably more time in court than we would at the present time. It 
is very much like a traffic officer who gives you a ticket and then 
has to appear in court at a subsequent date. 

At the present time we feel that to give this bill a proper imple- 
mentation, that the figure for “Operating expenses” for personnel for 
mobile boarding teams, and also the numbering, will run in the neigh- 
borhood of $4 million a year annual operating costs. In addition to 
that there will be certain A.C. & I. costs for facilities of about a million 
and a half dollars. 

Mr. Gary. What do you estimate the offset in revenue? 

Admiral Ricumonp. I would say that on the assumption that the 
registration costs were about a million and a half that we would off- 
set that million and a half. 

Mr. Gary. In other words, your plan will be to charge for the 
numbering an amount sufficient to cover the cost of that program 
and not the enforcement program. 

Admiral Ricumonp. Yes, because the enforcement program is fun- 
damentally just an extension of what we are doing today, not in the 
degree which we feel it ought to be carried out under the implied 
responsibility set up by this act, sir. 


MOBILE BOARDING TEAMS 


Mr. Gary. What is the present status of the mobile teams? 

Admiral Ricumonp. We have none of them in existence at the 
present time. As you know, in fiscal 1958 we had 15 of them set up 
and operating and then in certain reductions we had to drop those 
mobile boarding teams. 

, Mr. Gary. You did it largely because you did not have an adequate 
aw ? 

Admiral Ricumonp. No, I would not say that, sir. We did it 
largely because we had to cut some place and that being the last pro- 
gram that had been added, and also the one that was most susceptible 
of immediately dropping out without, you might say, affecting a 
longstanding program that we discontinued the 15 mobile boarding 
teams. 
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Mr. Gary. But you think you will have to have mobile teams to 
adequately enforce the new law, is that correct ? 

Admiral Ricumonp. It is twofold. You see, these are not only 
law enforcement, but they are also search and rescue teams. Funda- 
mentally, the mobile boarding teams were set up as you might say 
law-enforcement teams, but also search and rescue teams. We at- 
tempted through those to reach bodies of water where we do not have 
established units. At the time that we asked for the 15 mobile teams 
for the 1958 appropriation, we indicated that our long-range pro- 
gram—this was even before the law was a total of about 75 of these 
teams, gradually building up over a period of 4 or 5 years. 

We discontinued the first 15 teams and we see no reason to lower 
that ultimate strength of 75 teams that we think we will need. 

Actually, in this figuring, my recollection is of this $4 million, we 
were thinking in terms of about 50 mobile boarding teams because the 
same job that was existent in 1958 when we first talked to you in terms 
of mobile teams is still existent today, and has been magnified as a 
result of the Boating Act. 


LIMITATION ON EXPENDITURES (OPERATION GUINEA PIG) 


Mr. Gary. I have some other questions here with reference to some 
of your other programs, but since I notice that Mr. Heffelfinger is 
ag for the purpose I think we will first discuss Operation Guinea 

ig. 
Will you tell us just what the new limitation of expenditures lan- 
guage in connection with the Coast Guard budget means, Admiral ? 

Admiral Ricumonp. I know the committee is familiar with the bill 
that was passed last year which was a modification—those are my 
vote the original bill that was proposed or suggested as a result 
of a recommendation of the Hoover Commission because of the fact 
as I indicated in my statement that the Coast Guard has been, I think, 
very well advanced in this matter of accounting. 

As you know, we have been working at it now for a number of years, 
trying to improve the system. The Coast Guard was one of the agen- 
cies chosen to, in effect, try out this theory of a limitation of expendi- 
tures. 

Mr. Gary. In other words, they are going to penalize you because 
you are efficient. We have a great deal concerning this program 
already in the record. We talked about it when Secretary Anderson 
was here. I personally was opposed to H.R. 8002, which is the bill 
that you referred to, use I thought it was absolutely unsound. 
The facts are, some accountant pulled the figure of $4 billion out 
of the air and told the people of the United States that the adoption 
of these accounting procedures would save the Government $4 billion. 
He got a great deal of support for this. I would have supported it 
myself if I had thought it would save even $4 million. 

The original bill in my judgment would have cost us a great deal 
of money. The bill as it passed the House I do not think will cost 
us any money unless we go into some foolish operations with it. I read 
a letter sent out by the Citizens Committee on the Hoover Report 
which said the millennium had now come because we had enacted the 
bill, ane would be taken care of and all the money would be 
saved. 
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Then I was astonished when I got the budget to see that they had 
singled out six items involving four agencies that they were going 
to use as guinea pigs during this session of the Congress. I placed 
in the record with Secretary Anderson’s testimony a list of those six 
different items in the budget. I was amazed that two of those items 
were in the budget of the Coast Guard, which in my judgment is 
already operating as the most economical and efficient agency of the 
Government. 

If they are going to try to save by working on the Coast Guard, I 
- i think they are going to make much saving on a program of that 

ind. 

I would like to know just exactly what the language means. 

Mr. Herrevrincer. Mr. Chairman, may I make a few remarks, 
please, sir. 

Mr. Gary. Yes, sir. 

Mr. Herre.rincer. Secretary Anderson asked me if I would come 
up and sit in with you, knowing the interest you expressed, and try to 
tell you what we think is to be accomplished by the inclusion of the 
limitation. 

Mr. Gary. First, tell us what the limitation means. Let us get the 
language. 

Mr. Herrevrincer. The limitations reads: 

Provided further, That annual accrued expenditures under this Appropriations 
Act, covering amounts becoming payable as a result of obligations incurred both 
in the current fiscal year and in prior fiscal years, shall not exceed $209,400,000: 
Provided further, That this limitation shall not include annual accrued expendi- 
tures attributable to reimbursable work performed under this appropriations uct. 

You gentlemen know the background of this as coming out of the 
Hoover Commission. Every since then there has been a great deal of 
controversy on the inside of the Government and outside of the Gov- 
ernment, whether it is adaptable to Government operations or it is 
not, whether it will accomplish what the proponents think it will 
accomplish, or whether it will not. The Treasury takes some pride 
in the fact that the Coast Guard has been recognized as having a good 
accounting system and they can through their operation now demon- 
strate whether this is a practical idea or practicable procedure that 
can be adapted to Government operations of this complexity. 

I think that is the first objective of including the Coast Guard under 
this limitation. Then there will not be any argument as to who thinks 
one thing or who thinks another. The Coast Guard has the compe- 
tence to demonstrate whether it is practicable or not. If it is not 
practical for the Coast Guard I think Secretary Anderson would be 
the first one to come up and tell you gentlemen so. 

I think the Coast Guard will give you an honest try. They will 
show whether this idea can be adapted to their operations. 

The second point that they can show is that the cost of this new 
procedure will be nominal. The Coast Guard after a year of opera- 
tion can tell us whether it is a nominal cost or whether it is going 
to impose a great deal more of additional cost on this agency. We 
hope it will not. We do not think it will. 

A year from now we can tell you. It is opinion at this moment. 
This committee can take that into account, whether the cost is worth- 
while. 
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The other point is that it will enable them to plan their projects 
and their activities in a much better fashion. If that is not true then 
we can knock that out. 

— Gary. I think they have done a pretty good job of planning 
already. 

Mr. Herretrincer. I do, too, sir. The one big advantage if this is 
practicable governmentwide, it will give a control both in the Con- 

xress and to the President in limiting the overall expenditures of this 
overnment. In my job in the Treasury I face that every day. 

At the moment I am planning and the Secretary will plan in the 
debt limit recommendation that he will bring up to Congress shortly, 
that in this year of 1960 there will be $77 billion of Government 
expenditures and we will get a public debt limitation predicated on 
that fact. 

But there is nothing in our present system today that will limit ex- 
penditures to $77 billion if agencies decide they want to spend more. 
If you have about $70 billion or thereabouts of carryover and another 
$70 billion of current appropriations you have a potential of $140 bil- 
lion that can be spent next year. 

Under our past practice and custom we estimate that we will spend 
$77 billion, but we could spend $80 billion, $85 billion, just as easily, if 
agencies decide to spend much more next year and not carry over as 
much to fiscal year 1961. But if you have a limitation on the amount 
that they can spend next year, which this limitation places on that, 
then you have a control on this budget when the President says he 
estimates we will spend $77 billion. Today you do not have that 
control. 

Mr. Gary. Regardless of the amount we appropriate, this says that 
“the annual accrued expenditures under this pe act cov- 
ering amounts becoming payable as a result of the obligations incurred 
both in the current fiscal year and in prior fiscal years shall not exceed 
$29,400,000.” 

What does that mean ? 

Mr. Herrevrineer. In talking of spending, you mean—making pay- 
ments, issuing checks—next year the Coast Guard cannot spend in 
excess of $209,400,000. That is either to pay bills which have been 
incurred, obligations incurred this year and carried over to next year 
when they will receive supplies and services and things of that sort, 
deliveries which they will pay for next year, plus the obligations they 
will make next year out of this pending appropriation which will be 
delivered, services received and paid for. 

Mr. Gary. When will they be permitted to spend the rest of this 
money ? 

Mr. Hurrenrincer. In the same manner that they are permitted 
now. They carry over the obligations and pay in the following year. 

Mr, Gary. What is accomplished, then ? 

Mr. Herreirincer. Well, at least we know that they will not spend 
more than the amount that you insert in here next year. If they say 
they are going to carry over certain amounts the following year, they 
will have to carry over that amount. They cannot change their minds 
and pay all that in this year. 

Mr. Gary. Suppose they have contracted for goods and these goods 
are delivered to them in excess of $209 million, then they will have to 
wait until the next appropriations year to pay for those goods for 
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= they have legally contracted and which have been delivered to 
them ¢ 

Mr. Herrerincer. They would not, sir, under their limitations 
make that sort of a contract for delivery of goods in this year, be- 
cause they know that they could not pay for them. 

Mr. Gary. How do they know when goods are going to be delivered ? 

Mr. Herrevrincer. According to their contract. They will con- 
tract for delivery. 

Mr. Gary. Can you always contract so as to be sure that the goods 
will be delivered at a specific time ? 

For example, we appropriated $2 million last year for a building 
at the Coast Guard Academy. 

Mr. Herretrincer. Yes, sir. 

Mr. Gary. Suppose they complete that building a little bit quicker 
than they expected and the work is completed, the bills are presented, 
and they have a limitation like this? The man who did the work is 
going to have to wait until the next year to get his money. 

Mr. Herretrincer. That is because he didn’t carry out his con- 
tract. The Government’s contract was to pay X amount of work this 
year and X amount next year. 

Are you going to make this budget on his convenience or are you 
going to try to control what the Government is going to spend this 
year? That is the point. 

Mr. Gary. Since this is only 45499 of one percent, I think it is, of 
the total estimated expenditures for next year, this wouldn’t have 
much effect on the total Government expenditures. 

Mr. Herretrincer. That is not the effect of the appropriations this 
year. This is an effort to demonstrate whether this is a good thing 
for government, whether it will work in government. If it does not, 
we might as well forget the whole idea. I am sure if it will work, 
the Coast Guard will work it, we have that confidence in the Coast 
Guard. If the Coast Guard cannot run this operation I believe that 
no other agency of the Government can. 

We may as well settle the idea now, rather than have a continual 
controversy for the next 5 or 10 years. 

Mr. Gary. Then you have another proviso in there. Since you 
knew it would not work as to the entire appropriation, you have a 
limitation on the limitation, as I understand it. 

Mr. Herretrincer. You mean the limitation does not apply to this 
reimbursable work ? 

Mr. Gary (reading) : 

Provided further, That this limitation shall not include annual accrued ex- 
penditures attributable to reimbursable work performed under this appropria- 
tions act. 

Mr. Herretrincer. That is true. If this was applied to all appro- 
priations of the Government, the agencies which reimburse the Coast 
Guard would be operating also under a limitation. So you do not need 
to have two limitations in effect on the same expenditure. 

This is something new in government, gentlemen. Everything we 
adopt of any governmentwide consequence, we have arguments on 
both sides. 

Mr. Gary. It is a device which has worked in business enterprises 
and the Hoover Commission brought some business accountants down 
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here from Wall Street who knew absolutely nothing about Govern- 
ment accounting and they are trying to force it on the Government; 
isn’t that correct ? 

Mr. Herrerincer. It originated as a recommendation of the 
Hoover Commission, sir. 

Mr. Gary. And it is not going to work in government; do you think 
it is? 

Mr. HerretFincer. Iam notsure. This will give us an opportunity 
to find out—that is all we are asking—whether it will or not. 

Twenty-five years ago we went to punchcard checks. A lot of 
people said it would not work; it was a bad thing todo. But I do not 
think we could be operating today with old paper checks. 

When we went to machine signing of checks, a lot of people in the 
Treasury had a dim view of the fact that you signed checks by machine. 
But we could not hire enough people today to sit down and si 
manually, like they did prior to 1933, all of the 400 million chec 
that are paid by the Treasury every year. 

This also occurred on our punchcard bonds. Many people took 
a dim view of that. We tried it 10 years ago before we adopted it for 
savings bonds. We tried it with 16 million Armed Forces leave bonds 
as a test. We knew that when we went into the savings bond we had 
something which we had demonstrated would operate. 

That is the best way you can determine things in Government. 

Mr. Gary. This, as € cheval it, is not a recommendation of 
the Treasury Department. 

The Secretary of the Treasury, when he appeared before the Ap- 
propriations Committee, stated that the Bureau of the Budget re- 
quested the Treasury to propose annual accrued expenditure limi- 
tations for the Coast Guard items “Operating expenses” and “Ac- 
quisitions and construction and improvement” for the fiscal year 
1960, isn’t that correct ? 

Mr. Herretrincer. Because a start has to be made somewhere, sir. 

Mr. Gary. It was a recommendation of the Budget Bureau rather 
than a request of the Treasury Department. 

Mr. Herretrincer. From the President, and the President acting 
under this act of Congress last year, where the law says that when- 
ever there has been established a good system of accounting, then 
the President can include this limitation in his budget. 

Mr. Gary. Why did they not apply it to the other two items of the 
Coast Guard, “Reserve training” and “Retired pay”? 

Mr. Herretrincer. Those are programs where this limitation would 
present no difficulties. They are more or less uniform, personal serv- 
lee programs, as I understand it, which operate uniformly from 
month to month. I am pretty sure that it could apply there. 

But this is a thing in this direction, to give the Coast Guard this 
responsibility to demonstrate to you and to the Congress and the 
Treasury whether this can work. If it does not work, I do not think 
the Treasury wants to advocate it, sir. 

Mr. Gary. The Secretary also stated, I believe, that the concept of 
accrued expenditure is concerned primarily with the control of de- 
liveries. That is to say, receipt of goods and services. 

Is it correct to say that the proposed limitation on annual accrued 


expenditures is intended to control the cost of goods and services 
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which may be received and that the amount of the appropriations 
will determine the amounts which may be obligated and spent for 
goods and services? 

Mr. Herrevrincer. No, it has nothing to do with the obligations, 
sir. But if you authorize the Coast Guard to enter into a project 
this year where they say they will need X million dollars to complete, 
but they intend to spend X million dollars on that project this year, 
this will give you an opportunity to see that they do not spend more 
than they said they were going to spend this year. 

Mr. Gary. But if they have contracted for it, what difference does 
it make whether they spend it this year or next year ? 

Mr. Herreirincer. If all agencies spent this year everything they 
have contracted for and we have expenditures in the budget of $100 
billion, God help us—pardon the expression, sir. We cannot afford to 
operate that way. The fact is that we do nothing that controls it— 
we could end up with expenditures in 1960 on the present budget of 
$85 billion or more, depending upon what each individual agency 
decides tospend. The authority to spend is there. 

Mr. Gary. But there would be that much less to spend the following 

ear. 
“ Mr. Herretricer. That is not going to help the Treasury. We 
are going to be operating on a debt limitation that contemplates that 
expenditures will not exceed more than $77 billion. 

Mr. Gary. Do you think this will save any money ? 

Mr. Herrevrincer. In the long run, perhaps, yes. 

Mr. Gary. How much? 

Mr. Herretrincer. I would not be foolish enough to guess, sir. 

Mr. Gary. You would not say $4 billion ? 

Mr. Herrertrincer. No, no. I think anyone in his right senses 
agar admit that that figure was pulled out of the air for some reason 
or other. 

I think ultimately if every agency of the Government which comes 
up and asks for an appropriation and says that it is going to spend 
X number of dollars, if a limitation is placed so that it cannot spend 
more than it justifies to the Congress it will operate better. 

Mr. Gary. Will you explain the changes that will have to be made 
in the Coast Guard accounting and reporting system ? 

Mr. Herretrincer. On that I am not competent to say. That is 
covered by the procedures which will be prescribed by the Comptroller 
General. I know there will be some changes in those procedures. 

Mr. Gary. You don’t know what the cost of that is going to be? 

Mr. Herretrincer. We feel that it will be nominal; probably 
fifty or one hundred thousand dollars. But if it runs to $300,000 or 
$400,000, this will give us an opportunity to demonstrate it. 

Mr. Gary. Isn’t the reason that the Coast Guard was selected for 
this guinea pig experiment because they have a modern accounting 
system and they were the only agency of the Government that had 
a system which could be adapted to this law ? 

Mr. Herretrincer. I am sure they are one of the agencies. That 
is one of the tests which Congress says that when the President deter- 
mines that when an agency has established a good accounting system, 
then he can do this. I say we take some pride in the fact that the 
Coast Guard has a good system. 
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Mr. Gary. This year he determined that four agencies have ac- 
counting systems in which that can be done. 

Mr. Herrecrincer. Yes; and to make a good, fair test of it. I am 
not saying that other agencies do not have good accounting systems, 
sir, but they have not been selected to make this test. 

Mr. Gary. The systems of the four agencies selected are the only 
ones that are adaptable to the new law, and all the rest have to 
ene their systems to adapt them to this bill that the Congress 

assed. 
, Mr. Herretrincer. I do not think the change is too great or too 
comprehensive. I think the Coast Guard and the other agencies 
could take them in their stride. It is a matter of taking other con- 
trols, other procedures, other accounts, and they can develop those 
techniques within the framework of their existing system. 

Mr. Gary. What will it cost to establish and maintain the controls 
on accrued expenditure limitations ? 

Mr. Herretrincer. That is what we do not know, but what we 
can demonstrate by this test. We can come up here a year from now, 
sir, and tell you that. 

Mr. Gary. What additional personnel will be required ? 

Mr. Herretrincer. I think the Coast Guard can talk more pre- 
cisely in terms of their estimates. I do not know. 

Captain Trrmpie. We estimate 1 more person in each of our ac- 
counting centers and there are 16 of them. 

Mr. Gary. You estimate it will require 16 additional personnel to 
take care of this limitation ? 

Captain Trrueie. That is right. As Mr. Heffelfinger says, it will 
depend upon the procedures that are prescribed, but this is as we 
visualize them. 

Mr. Gary. What do you think the Coast Guard will get out of it? 
How much will they save as a result of it? 

Let me put it this way, I do not want to embarrass you, Do you 
visualize any savings as a result ? 

Captain Trimeie. No, sir. That is not the objective, as I think 
Mr. Heffelfinger pointed out. 

Mr. Gary. What is the objective? 

Captain Truex. To evaluate the law for the Bureau of the 
Budget. 

Mr. Gary. You mean that is not the objective of the guinea-pig 
experiment ? 

Captain Trimesie. Right. 

Mr. Gary. As I understand it, it was the objective of the law that 
Congress passed that we were going to save $4 billion according to 
the accountants who recommended it. 

On the first experiment you do not envision any actual savings at all? 

Mr. Herre.rincer. You cannot tell that at the moment until we get 
into the operation, and then they can tell whether there is a possibility 
of savings by better control, better operation. 

Mr. Gary. You would not recommend that we reduce the Coast 
Guard appropriations because of the savings that they would make as 
a result of it? 

Mr. Herretrincer. No. I am sure if they can make savings they 
will report it to you. 
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Mr. Gary. They will do that even if they do not have this limitation. 

Mr. Herre.Fincer. This is one of the arguments of the proponents: 
that you can save. This will demonstrate whether there are savings 
or not. 

Mr. Gary. In what way will the use of the limitation improve the 
operating efficiency of the Coast Guard ? 

Mr. Herretrincer. Wesee in this experiment nothing, sir. 

Mr. Gary. What use will be made of the information on accrued 
annual expenditures by the Treasury and by the Budget and by the 
Appropriations Committee ? 

Wir. FFELFINGER. It depends on how far you want to go in utiliz- 
ing the information which will be available. 

It depends on how far the Coast Guard may want to go in planning 
their program. 

It depends on how far this committee might want to go in evaluating 
the data that will be available, and things of that sort. 

Mr. Gary. How will time limitations provide for improved meth- 
ods of stating budget estimates ? 

Mr. Herrecrincer. What do you mean by “time limitations” ? 

Mr. Gary. Time limitations on the expenditures. 

Mr. Herretrincer. I don’t think it will have a great deal of effect 
upon presenting the estimate except that the agencies will have to 
make their plans for the subsequent year more precise and will not 
have as great leeway as they do now. 

Mr. Auexanper. Will the gentleman yield for one question ? 

Mr. Gary. Yes, sir. 

Mr. Avexanper. Actually, if a department is accounting effectu- 
ally and working under its budget, it would not show any savings, 
would it ? 

Mr. Herretrincer. It is hard to say. These improved procedures 
turn up within the agencies areas that they may have overlooked 
heretofore. We may think we are doing a good job. We always 
think we are doing a good job, but practically every week we come 
up with something we can do better and we are constantly out seeking 
areas in which we can improve our methods. It may pay for itself 
— times ; we do not know. 

r. Gary. If a limitation based on an estimate made under these 
handicaps were obstructed what remediations or relief would be avail- 
able to the Coast Guard ? 

Mr. Herrevrincer. It would have to come up next year and ask for 
a supplemental, I assume, or change in the limitation, if they cannot 
complete their operations in the year under this limitation. 

For this particular purpose I think there is no possibility of the 
Coast Guard being inhibited in any of their operations under limita- 
tions in this bill. It was not prepared in that sense. It was prepared 
in the sense to give them plenty of leeway in their operation. 

Mr. Gary. I sa not completed the examination of Admiral Rich- 





mond, but if the committee members want to ask any questions on this 
articular subject I am going to yield now so we can let Mr. Heffel- 
nger go. 
Mr. Canrtevp. Mr. Heffelfinger, when the chairman of this sub- 
committee was examining Secretary Anderson and Budget Director 
Stans on January 20 this year, he complimented the Coast Guard, 
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saying in effect it was one of the most efficiently and most economically 
operated agencies in Government, there was some applause in the full 
Appropriations Committee and I was part of it. 

Mr. Herre.rincer. I think the Secretary appreciates that, sir. I 
think he has the same confidence in the Coast Guard. 

Mr. Canrietp. The Secretary so expressed himself. 

I think you have made a very fine statement here today, a very clear 
statement, and frankly I have learned some things about the law 
which developed as a result of the introduction of H.R. 8002 that I 
did not know too well. 

Mr. Herrerincer. I will admit that personally a year ago I had 
considerable misgivings about the theory myself, but I think the more 
you — it, the more you examine it, the more you may come to the 
feeling that maybe there is something here that we ought to test. 

We are great in the Treasury for testing things. We do not make 
up our minds unless we are sure, for once you take that step you cannot 
turn back. So we want to givethisatest. I think in the Coast Guard 
organization it will be a fair test, it will be a competent test, and if 
it does not work, I think the Treasury will be the first one to say so. 

Mr. Canrtetp. Like the chairman, when I first heard about this 
situation I was constrained to have some fears because of possible 
effects on Coast Guard operations. You have served to alleviate those 
to a certain extent in your complimentary remarks about the Coast 
Guard and its system of accounting. 

I take it generally you do not think that the Coast Guard appro- 
— are to be seriously prejudiced or hurt as a result of this new 

evice. 

Mr. Herrevrincer. No, sir. But I say time is going to demon- 
strate that. 

Mr. CanFietp. Respecting the $4 billion referred to earlier, on Jan- 
uary 20 when Chairman Cannon of the full House Appropriations 
Committee was examining the two witnesses, Secretary Anderson 
and Budget Director Stans, he said: 

We are assured from some of the statements of proponents of H.R. 8002 


that we should save some $4 billion a year, principally by the adoption of 
this bill. 


In all fairness, Mr. Stans replied as follows: 


My recollection, and I am sure that the chairman’s recollection may be better 
than mine, is that the $4 billion figure quoted by the Hoover Commission related 
to a considerable number of suggested improvements in accounting and financial 
procedures areas, not only to this one. 


Mr. Stans went on to say: 


I will say, Mr. Chairman, from my own personal experience, accounting is a 
very valuable tool of management both in business and in Government. I do not 
believe anyone can put a dollar price tag on the value of accounting. Many 
businesses have gone broke without good accounting and many have gone broke 
that had good accounting. 


_ Mr. Herrexrrineer. I will say, Mr. Canfield, I think the proponents 
in ss Hoover Commission may have let their enthusiasm carry them 
too far. 

_ Mr. Canrtep. That seemed to be so, if this ge had such a sav- 
ing as a result of this one tool, so to speak. I am glad to hear you 


say you do not think that the Coast Guard appropriations are going 
to be hurt. 
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That is all, Mr. Chairman. 

Mr. ALEXANDER. Just one or two questions to clarify my thinking. 

On this accrued expenditures that would be put into effect on the 
part of the Coast Guard operation, would there be an entire new, dif- 
ferent accounting system set up in this department that is undergo- 
ing this experiment ? 

fr. Herretrincer. Not as I understand it, sir. They will still 
require the accounts they now have. There will be a further enlarge- 
ment. 

Mr. Avexanver. The entire purpose of this is to get efficiency at 
the top level to handle the appropriation that is given to that depart- 
ment for that particular year? 

Mr. Herretrincer. Yes, sir. 

Mr. ALexanper. How would this benefit, or how would this experi- 
ment assist you, if you have a department with good management at 
the top that is living within its budget year by year and is operating 
within the appropriation? How would it show whether this ap- 
proved expenditure would be good in the long run for all of Govern- 
ment, or not? 

Mr. Herre.rincer. We would hope, sir, that this example which 
we will use in the Coast Guard will be the objective to bringing every 
agency of the Government to that level and get them equally efficient. 
If you get all of the agencies of the Government to a highly efficient 
level, then I think you will have accomplished something. 

Mr. Arexanver. If you have to pay for 16 additional people for 
this year for your department and you do not show any increase in 
ore ade then would you say that the experiment was successful or 
not $ 

Mr. Herre.rincer. There I think we would have to judge it in the 
light of what transpires. If it is not more efficient, if it has no value 
to the Coast Guard operations, then I think the Congress will want 
to make that determination. 

Mr. Atexanper. I can see where you had an operation that you did 
not think was efficient and put this in and put it to work, then it seems 
to me you would have a better yardstick to pick out the best one to 
use. 

Mr. Herrevrincer. If an agency today has difficulty in managing its 
affairs and does not have a good system of accounts, they certainly 
are in no position to take on something new in their accounts. 

Mr. ALexaNper. Maybe that is the agency that needs to take over 
the new one. 

Mr. Herretrincer. That is the objective of the whole joint account- 
ing program, to bring all of these agencies of the Government up on 
a par with the Coast Guard. Once they reach that level, then to lead 
them into these other refinements of control. 

Mr. Avexanpber. That is all. 

Mr. Piixi0on. I suppose it is about as good a time as any to show 
my ignorance by my questions of this problem. 

As I look at this page 41, this is the proposed bill, I think; is that 
correct, Mr. Chairman ? 

Mr. Gary. Yes, the committee print. 

Mr. Pittion. As I understand this on operating expenses the Coast 
Guard for the year 1960 will be authorized to spend $190 million, is 
that right ? 
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Mr. HerretFincer. That is the amount authorized to be spent in the 
sense that they may incur new obligations. 

Mr. Pinion. Or spend it? 

Mr. HEFFELFINGER. It does not necessarily have to be spent. 

Mr. Pitut0on. They can incur that obligation or spend it all? 

Mr. Herre.Fincer. Yes. 

Mr. Piuii0on. Is there any limitation as to the period in which that 
can be spent? In other words, suppose they — $180 million of 
that and they have $10 million left over to spend. Is there any limi- 
tation in which they must spend that $10 million or does that continue 
on? 

Mr. Herrecrincer. They have to contract to make an obligation 
this year. If they do not make an obligation or contract, it expires. 
But, having made an obligation or a contract, they then have, I be- 
lieve, several years in which to make the payments. 

Mr. Prtxi0N. Then it lapses? 

Mr. Herrevrincer. Yes. 

Mr. Pitui0n. In other words, then, that $190 million that is now 
being appropriated for 1960 lapses ? 

Mr. Herretrincer. Correct me if that is wrong, Admiral Rich- 
mond. 

Mr. Piit1on. Is that correct? 

Admiral Ricumonp. No, sir. 

Several years ago, under our accounting system—and Captain 
Trimble can correct me on this—actually our money lapses at the end 
of the year unless it is obligated. 

Mr. Herre.rincer. On obligations, do you have 1 year or 2 years to 
pay obligations ? 

‘aptain Trrmpie. No limit, sir. If it is a contract, there is no 
limit. 

Mr. Pruton. Then as I understand it, anything that is not obligated 
does lapse ? 

Admiral Ricumonp. It does lapse. 

Mr. Pitxton. Once there is an obligation, then the limitation upon 
payment of that contract that was made in 1960 goes on? 

Mr. Gary. Will the gentleman yield? 

Mr. Piiurion. Surely. 

Mr. Gary. As an illustration of that, we appropriated last year $2 
million for this addition to the barracks at the Academy. As the 
admiral explained this morning in discussing that, thus far, al- 
though we appropriated this money last June for this fiscal year, 
they have only gotten as far as the architectural drawing. They 
probably will not begin construction until the beginning of the next 
fiscal year. But they will make a contract with the contractor to 
construct the building and they will pay the contractor, I assume, 
portions of that money as he goes along with his contract, as is the 
custom in building projects. 

If they do not make a contract the appropriation expires. 

But once they contract for it, the appropriation carries over until 
the contract is completed. 

Mr. Herretrincer. You have a provision in the bill? 

Admiral Ricumonp. I think it might be a little simpler to discuss 
this if we switched from operating expenses, where actually we have 
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very little carryover as a usual thing to acquisition, construction, and 
improvement, which is the other one. I frankly do not know the page. 

Mr. Piuui0on. But there is no accrued expenditure limitation on 
that ? 

Admiral Ricumonp. Yes, sir, that is the one where we are going to 
have an accrued expenditure limitation. That is what we call a no 
year appropiration, sir. By that there is no lapse on it. I under- 
stand it is page 49. 

You will notice that our request for this year is $24,500,000, and 
then you notice the proviso is that we cannot accrue expenditures in 
1960 more than $20 million. This is the appropriation under which 
this $2 million from the Academy is involved. 

These are mostly construction contracts and therefore they spread 
from one year into another, so that actually what this is saying is 
that although Congress is appropriating to us $24,500,000 and Tast 
year it was $18 mililon, if we have not obligated by July 1 all of our 
$18 million it is carried over. 

So in effect we could have a total obligational authorization to us of 
$42,500,000, $24,500,000 for coming year and the $18 million carry- 
over for this year. 

No matter what we did, we could not spend more than $20 million 
next year, irrespective of the fact that we had available to use $42 
million, which ties in with what Mr. Heffelfinger said, that by put- 
ting this $20 mililon in it puts a limit from the standpoint of the 
veople who have to watch the day-to-day fiscal balance that they 

now that we are not going to accrue expenditures during the fiscal 
year more than $20 mililon, no matter how much we had on the books. 

Mr. Gary. That would not affect your obligations ? 

Admiral Ricumonp. No, we could obligate, but I meant as far as 
deliveries. I want to make that clear. 

Mr. Gary. I cannot see where the saving would come in. Where 
are you going to save money? You have your appropriations. You 
have your obligations. Now, to put a limitation on expenditures I 
just cannot see where there would be a penny of savings. You have 
to pay for your contract price when it comes due. 

The laws says: 

Whenever an appropriation is subject to a limitation on annual accrued 
expenditures, there shall be charged against the limitation the cost of goods and 
services and other assets received, advance payments made and progress pay- 
ments becoming due, and the amount of any other liabilities becoming due during 
the fiscal year concerned. 

Mr. Herretrincer. If the committee determines that you do not 
want the Coast Guard to spend this $20 million, that it is too fast a 
rate of activity for them, you might decide that they should not 
spend more than $18 million and you put an $18 million limitation on 
them and they cannot spend it. 

Mr. Gary. But I would rather cut down the authorization because 
then you really save money, for then they cannot contract for it. 
But after they contract for it, it does not make any difference whether 
they spend it or not, they owe it. You have to pay for it sooner or 
later. 

Admiral Ricumonp. Sooner or later, the way the present system 
works. But this year we are not going to accrue expenditures of more 
than X dollars That. is the primary purpose of the limitation. 
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Mr. Prut10N. To get back to our discussion, the Coast Guard on 
the same operations expenses item for the year 1960 will be authorized 
to spend or obligate $190,900,000 plus any carryover from the previous 
year, being 1959 or 1958 or any other previous year. : 

So that the total spending authority for the Coast Guard will be 
this $190 million plus and in addition to that an unspecified unknown 
to us here in the committee carryover. 

Admiral Ricumonp. We could not exceed that. 

Mr. Pitx10n. Without the accrued expenditure provision, is that 
right ? 

"hamieal Ricumonp. Yes. 

Mr. Pixui0n. In other words, they could come in and spend $240 
million if the carryover plus the present appropriation so provides? 

Admiral Ricumonp. Yes. 

Mr. Prtui0n. However, with the addition of your accrued expendi- 
ture provision you do not cut down the total spending power or au- 
thority which is the $190 million plus the previous carryovers that do 
not lapse, but what this does is place an additional money restriction 
for spending upon the agency for the year 1960. 

In other words, in addition to the appropriation plus the previous 
year carryovers which they are authorized to ne in 1 year, this regu- 
lates it so that you do not disturb the spending authority, the total 
spending authority authorized by Congress, but you regulate the 
amount that is spent, so that you have two regulations: one which is 
that of the appropriation of $190 million, and the other is that you 
can only spend that much. 

Even though you have $250 million, for example, of total spending 
power in that year, in that particular year you can spend only $209 
million ; is that correct ? 

Admiral Ricumonp. The balance would have to be put forward 
next year. 

Mr. Prtxton. So that in effect what you are doing is giving to Con- 
gress an additional limitation upon this rate of spending besides the 
total limitation that already exists by reason of the appropriation; 
is that a correct explanation ? 

Mr. Herre.tFincer. That is, as I understand it. 

When the President submits to Congress a budget that says the 
Government will spend $77 billion this year, Congress can put a limit 
on it so that more than $77 billion cannot be spent. 

Mr. Pixon. Let me ask one more question that I am vague about. 

This legislative language here is very broad. Is the snending by 
this agency for operating expenses limited beyond the language of 
this bill either by the iadinniinn or otherwise? 

In other words, if in a year they want nine airplanes, can they 
transfer funds between these operating expenses? Or are they lim- 
~ item by item either by the justifications or by the President’s 
udget ¢ 

What limitation is there upon the separate items within the $190 
million? 

Admiral Ricumonp. In operating expenses, none, sir. 

Strictly speaking, in other words there are items of deferred mainte- 
nance. There is the item of pay, for example. Strictly speaking, 
as far as the appropriation itself is concerned, we could, in other 
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words, take all the money and put it into pay. Now, I am using the 
extreme to make the point. 

Mr. Prixion. Yes. ; 

Admiral Ricumonp. Actually, we feel bound by the justification 
in general terms—the justification we give Congress. In other words, 
the program we have faid out is our intent and is very probably based 
on both experience and what we are going to do. So, therefore, it 
= be followed, I would say, 99 percent, sir. But it is not a legal 

imit. 

Mr. Gary. Will the gentleman yield? 

Mr. Pittton. Surely. 

Mr. Gary. It is a custom, moreover, that whenever you do deviate 
to any appreciable extent from your justifications, you consult this 
committee before you put that deviation into effect? 

Admiral Ricumonp. If it were a major change in program under 
“Operating expense.” 

Now, take “Acquisition,” where we list the specific items where the 
money is our capital investment, in those instances we consult with 
the committee. In other words, we would not jettison one of the items 
in here to take on another one, sir. 

Mr. Piutui0on. Let me get this straight. 

You are not bound strictly and legally to follow the expenditures 
as itemized; is that correct? 

Admiral Ricumonp. That is correct, sir. 

Mr. Piuton. And as listed and as restricted in the justifications 
under, say, “Operating expenses.” 

Admiral Ricumonp. That is correct, sir. 

Mr. Pinion. You are not bound strictly and legally even in the 
other items? 

Admiral Ricumonp. That is correct, sir. 

Mr. Pruton. In other words, you can take this whole budget— 
talking legally now, not speaking about moral considerations or tra- 
dition or anything else; I am talking about the legal situation—you 
could take this <. bea budget or whole appropriation and expend it 
any way you want? 

Admiral Ricumonp. No. There are four appropriations, sir. Be- 
tween appropriations we cannot interchange. We are legally bound, 
sir. 

Mr. Prtuion. Between appropriations? 

Admiral Ricumonp. Yes. Let me give you an example. 

Let us take this, for example: We mentioned the Academy this 
morning. It would not be legally possible for me to take $6 million— 
assuming that is the amount they wanted at the Academy—and move 
it from ‘Operating expense” over to “Acquisition.” I cannot do that, 
sir. But within “Acquisition” I could interchange, although as a 
matter of practice, we do not do so. 

In other words, we give you an average number of people that we 
intend to employ, but it may vary 50 or a hundred people during the 

ear. 

F It just is not practical to tie it down to a specific thing and be 
limited in that, sir. 

Mr. Piixi0Nn. In other words, this is not what is called a line item 
budget ? 
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Admiral Ricumonp. No, sir; it is not, as I understand that term. 

Mr. Pitui0on. Mr. Heffelfinger, is there any thought given to a line 
item budget that would require the expenditure that is justified here, 
of one line to be carried out? Have you given any thought to study 
of that ? 

Mr. Herretrincer. I do not know whether the Coast Guard has, or 
not. 

Admiral Ricumonp. Actually, we have trended away from that. 
There was a time when our budget was much more limited by spe- 
cific appropriations. It has been accepted that this type of presenta- 
tion which we have used now for at least the last 10 years is the most 
adaptable for the service of the Coast Guard because, very frankly, 
the difficulty with the line item budget is, sir, that when you begin to 
subdivide—thinking now particularly with respect to “Operating 
expenses”—you can very well end up with more money in one thing— 
because you cannot tell 18 months ahead—than you need and you ma 
wreck a program because you have not enough in the other. I thin 
experience after the fact has shown that we adhere very closely to our 
justifications. a 

As I say, in those items such as “Acquisition,” where we ask for the 
money against the specific items, we do not vary from that without 
advising the committee, sir. 

Mr. Piiuron. Is there any legal limitation—not moral or tradi- 
tional—is there any legal limitation upon the number of personnel 
under this budget ? 

Admiral Ricumonp. There is no legal limitation on the Coast 
Guard personnel except we do have a statutory bar as to the number 
of officers that we can have in the Service. 

Mr. Pititon. And that is the only limitation ? 

Admiral Ricumonp. That is the only limitation. 

That is not included, incidentially, in this language here, sir. 

Mr. Piiuton. Is there any limitation in this budget, that is, except 
limitation under the law, with respect to the grading in service of 
your personnel? Ido not mean officers; I mean the GS grades, GS-1, 
GS-2, GS-6, for instance? 

Admiral Ricumonp. If you mean the numbers in the various 
grades; no, sir. 

Mr. Prtx10n. I notice that in some bureaus you find where the grades 
average 6.9; in others, they average 5.2. I wondered why there was 
that great variation in the GS grades. 

Is there anything, Mr. Heffelfinger, that you could add to this 
accrued expenditure situation that might shed any further light on 
the advisability of this thing or the worth of it? 

Mr. Herre.Fincer. No, sir. 

Mr. Pituton. Thank you very much. 

Mr. Conte. Pursuing Mr. Pillion’s questioning, Under this accrued 
expenditure system, would it encourage departments to spend money 
unnecessarily just to get in under the wire, commit themselves in 
money so that they can get in under the wire? 

Mr. Herre.rincer. No, sir. You have incentive now to commit 
your money. You can come up to the end of the year and, once you 
get a contract made, you can figure what you will spend. 

But under this limitation, you cannot commit your money and take 
in goods. You cannot, for example, put personnel on the payroll, 
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because that means you have to put up the money in the year, which 
is a limitation in effect. You cannot buy something for delivery this 
year just for the sake of spending money if you reach your limitation. 
So you do have a limit upon what you can do this year. 

Mr. Contre. What if they have not reached that limit under this 
accrued expenditure ? 

Mr. Herretrincer. If they have not reached the limit, they have a 
margin under which they can operate. 

Mr. Conte. That will not be carried over, will it? 

Mr. Herre.rincer. No; not if it is this year’s limitation. 

This limitation applies to the payments you actually make during 
the year. You have to pay your employees in the year in which they 
work. You may have undelivered material last year and it comes in 
and is delivered this year. You have to pay for it this year. You 
can have some advances that you want to make on contracts. That 
being money paid out, you have to charge it into this year’s limitation. 

Or you can have progress payments due; if the contract progress 
payment is due then you have to pay it. So that comes under the 
current year’s limitation. 

These are the four items that have to be tied to this limitation 
because they represent cash payments actually going out of the Treas- 
ury. Any contract you can make that you carry over at the end of 
the year, that you save for delivery next year, you do not charge 
against this limitation. You do have to charge it, of course, to the 
appropriation. 

Mr. Conte. But take the fictitious figure of $190 million. You 
have actual expenses this year of $170 million. So you have $20 
million carried over tonext year. Is that correct? 

Mr. Herretrincer. Well, you could have. I do not know whether 
that is provided for here or not. 

Mr. Conte. This is a fictitious case here. 

Mr. HerrecFincer. Yes. 

Mr. Conte. So you have $20 million carried over. 

Mr. Herrevrincer. That is right. 

Mr. Conte. So next year when they come in with your budget—— 

Mr. Herre.rincer. You are going to take that into consideration 
in the next year’s program, in the next year’s appropriation. 

Mr. Conte. Would not that be an incentive or encouragement for 
the departments to spend all they can in that 1 year so it will not 
be carried over and taken into consideration in the following year? 

Mr. Herrecrincer. They cannot spend beyond the limitations. 

Mr. Conte. That is true. But it may prevent a lot of them from 
economizing. 

Mr. Herretrincer. No. Because when the agencies come here to 
you, they say, “We expect to spend so much money this year.”” Whether 
that is more or less, than the appropriation, they have to tell you 
why they expect to spend so much. 

Mr. Conte. That is true. 

Mr. Herrerrincer. Then you fix that limit and that sets the limit 
they can spend, even though you may appropriate more, or you 
appropriate less. 

Mr. Conte. But during that year you get a good department and 
they can economize and then find that they are going to have $20 
million left over. Under that accrued expenditure, they are not 
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going to get any credit at all for this, so they say, “We might as 
well spend it, because next year when we go before the Congress they 
are going to cut our budget down that much.” 

Mr. Herretrincer. I think that is more apt to happen under the 
current practice where you appropriate against the obligations than it 
would happen against this limitation. Because no matter how hard 
you try at the end of the year to spend money, you have to be pretty 
expert, I assume, to spend money and get deliveries within a short 
time so that you can pay the bill before June 30 comes around. 

Mr. Pir1ton. Will you yield, Mr. Conte? 

Mr. Conte. Yes, sir. 

Mr. Pruxton. I have just one question. 

We have the figure here, Mr. Secretary, of $190 million for operating 
expenses for the year 1960, and then we have the figure under the 
annual accrued expenditure restriction of $209,400,000, a differential 
there or addition of $19 million. Where does the figure $209,400,000 
come ee Does that come from the budget? What is that based 
upon! 

‘ce do we justify the spending of $209 million as compared to the 
appropriation of $190 million? is that a carryover for “Operating 
expenses” of about a month, just an arbitrary figure, a 10 percent 
situation—that is what I thought about, a 1-month or 10 percent 
situation—as a sort of carryover from the last month to be paid in the 
following year? 

Mr. Herre.rincer. It gives them that flexibility that enables us to 
assure you that this limitation will not have any bearing upon restrict- 
ing the Coast Guard. 

Mr. Prtuton. Yes. But why should this not be $190 million ? 

Mr. Herre.Ftncer. Because they will have some carryover from this 
year. It depends on how much of the $190 million they want to carry 
over to next year. If they did not carry any over to the next year, 
they could potentially spend more than $190 million; $190 million 
plus the carryover. It all depends on the difference of the carryover. 

But this is more than adequate to take care of, as I understand it, of 
anything that can possibly happen in the Coast Guard situation. It is 
an adequate figure. 

Mr. Prtuion. Thank you. 

Mr. Contr. I have one other question. 

As I size this up, Mr. Heffelfinger, you feel that the Coast Guard, 
as the chairman previously brought out, is a very efficient department, 
very efficiently run, and you are going to thrust this guinea pig upon 
them. You know'it will work out with them so you can throw a wedge 
into some of the other departments with which you may not be able 
to work at the present time; is that right ? 

Mr. HerretFincer. I would not say exactly that way, sir; no. I 
think the purpose of putting it in the Coast Guard—will let us answer 
some of these questions, whether this is practical for the whole 
Government. 

If it is not practical for the Coast Guard, then I say it is not practical 
for the rest of the Government. If it is practical for the Coast Guard, 
there is not reason why the rest of the Government cannot adapt itself 
toit. If it costs the Coast. Guard too much I do not see why we should 
saddle this heavy cost on the rest of the Government. 
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This will demonstrate that. Today I cannot prove to you that that 
is going to cost a lot or will not cost a lot. 

_ Contr. You do admit it is not going to save any money, do you 
not ¢ 

Mr. Herreirincer. I am not sure of that. That is something we 
can demonstrate. I think Admiral Richmond can tell you a year from 
now whether it has been an advantage to him. He can tell that. 

But we cannot tell you that at the moment because we cannot visual- 
ize what will come up or what use he may make of it. It may give 
his organization some ideas whereby they can make savings. We 
would hope it would have that result. Every agency we have that 
we think is doing well, no matter how good we think we are, we always 
find we can be better. 

The point is that we do not want to close our eyes to an opportunity 
of being better. 

Mr. Conte. I agree with the Congressman from North Carolina 
when he said that you do have departments where there is no doubt 
that there are abuses. Here you found no abuses and yet you are 
trying to invoke the system with this Department, instead of working 
it with other departments. 

Mr. Herrerrincer. Yes. This Department can give it an honest 
try, we feel, and give it a competent try and can demonstrate to you 
and the Budget Bureau and the President, to the public, that this 
idea is either good, or it is not good. Then we will not have a lot of 
arguments. I think it is good, somebody else does not think it is good. 
Somebody thinks it is bad, I think it is good. Here we have an op- 
portunity to demonstrate. 

That is all we are asking to do, as I understand. Now, if it entails 
some work, maybe involves some expense, that ought to be viewed in 
the light of what we will come up with in the answer. If we do not 
think the answer is worth that try or that expense, that is another 
question, another way to approach it. 

Mr. Prxx10Nn. Will the gentleman yield for one more question ? 

Mr. Conte. Yes. 

Mr. Pixuion. Mr. Heffelfinger, suppose that at the end, the con- 
clusion of the year 1959, there is unobligated out of the 1959 appro- 
“yer ogg $10 million, and then we have the $190 million for the 1960 

udget. Then the Coast Guard will have authority to spend not the 
figure contained in your annual expenditure restriction of $209 mil- 
lion, but only $200 million; is that right ? 

Mr. Herre.rincer. Yes, sir; that is right. 

Mr. Prxui0on. So that actually, in this whole situation there is nothing 
that gives the Coast Guard or any other agency any additional right 
or spending authority other than what they have now. All this does 
is to place another restriction, a second restriction and regulation upon 
the agency so that the Congress then has a dual control, one of ap- 
propriation and the other of spending. Is that right? 

Mr. Herrevrincer. That is right. 

This spending limitation is not a tight limitation this year. It is 
a limitation that gives the Coast Guard all the flexibility they need 
and they can have. Because it is experimental, we did not want to 
penalize them, as I understand the Budget Bureau, with a tight limi- 
tation. 
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Mr. Gary. In other words, you do not think they would go over that 
anyway this year? 

Mr. Herrevrincer. That is right. 

Mr. Gary. Then why put it in the budget ? 

Mr. Herre.Fincer. It is for experimental purposes, sir. 


ESTIMATED EXPENDITURES FOR 1960 


Mr. Gary. Admiral, what are your estimated expenditures for the 
next fiscal year ? 

Admiral Ricumonp. For 1960 or 1959 ? 

Mr. Gary. For 1960. This affects 1960, does it not? 

Admiral Ricumonp. Yes, sir. We estimate that our accrued ex- 
penditures will be approximately the same as the appropriation, sir, 
which is $190,350,000. 

This figure, quite frankly, that is put in here as a limitation is high. 
It was put in here because when this matter was discussed, we felt 
that a limitation set so close to the appropriations that it would inter- 
fere with our operations was bad, and it was agreed that there would 
be, shall we say, an ample safety factor. So that actually the figure 
was 10 percent, and as Mr. Pillion has pointed out, it was purely 
arbitrary. 

Mr. Gary. Thank you, gentlemen. I think that is all on that item. 

Mr. Herretrincer. Thank you. 

The committee will stand adjourned until 10 tomorrow morning. 

Thank you, gentlemen. 


TuHurspay, Fresruary 5, 1959. 
Mr. Gary. The subcommittee will come to order. 


AIRPLANE REPLACEMENT PROGRAM 


Admiral Richmond, I, as chairman of the committee, and I am 
sure Mr. Canfield, the ranking minority member, will join me in it, 
was somewhat disappointed to see that once again we are deviating 
from our regularly scheduled or programed airplane replacement 
program. We have tried for a long time to get a definite program 
established so that a uniform number of planes will be replaced each 
year to avoid having to replace too many of them in any one year. 

You presented a program about 2 years ago, and I think we have 
deviated from it ed year. I understand that it is planned to modify 
it tosome extent again this year. 

Can you give us some information with respect to that ? 

Admiral Ricumonp. Yes, sir. I think, though, to do it properly, I 
— probably review in a very general way the history of that 
plan. 

As you know, at the direction of this committee, which has had a 
long and continuing interest in that aircraft replacement program, 
the Secretary of the Treasury and myself were directed to submit a 
plan for aviation in the Coast Guard. We had a very comprehensive 
study made of the requirements, and based on that study the Secre- 
tary of the Treasury and myself did submit 2 years ago, a plan which 
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endorsed in principle the facts or the matters as developed by the 
study group. 

That plan, as well as the study, which is a matter to be found in your 
files—I mean, you have the complete study—set up as I indicated the 
broad aspects of our program and generally recommended trying to 
reduce the number of types in order to promote efficiency and fulfill 
our duties. 

The report of the Secretary of the Treasury and myself was geared 
to a 6-year plan, of which you might say, and I am generalizing here, 
the first 4 years would be given to replacement of the existing aircraft 
that still needed replacement. We had already at the time made 
excellent progress as a result of the help from this committee and 
the administration in replacing many if not all of our medium-range 
seaplanes and building up our smaller plane setup, as well as prac- 
tically completing replacement of our long-range seaplanes. The 
large problem still confronting us at the time of the submission of 
that report was the matter of long-range land planes. 

As I indicated, the report of the Secretary of the Treasury and 
myself envisioned accomplishing this in 6 years, in which the first 
4 years would be given over more or less to replacement of aircraft, 
and the last 2 years more to the expansion of our plant from the 
basis of 128 aircraft to a figure of 195, which was then considered to be 
the proper amount, the increase being almost entirely in the area of 
rotary wing aircraft for search and rescue operations in various parts 
of the country, as distinct from our long-range requirements. 

The capital investment, replacement costs as well as the additional 
aircraft, you may recall, involved a figure in the neighborhood of 
$100 million in round figures. We are now in the third year of that 
program. The first year, of course, was carried out dollarwise ex- 
actly as indicated. I might say that that 6-year program broke down 
something like this: $12 million or almost $13 million the first year; 
$13 million the second year, and approximately $1814 million for the 
4 successive years. 

The first-year funds, which were actually funds for the 2 years, 
the preceding year as well as fiscal 1958, were carried forward. Last 
year we did not request the amount indicated for the succeeding 
year, namely, $13 million, but only $9 million. 

In addition to that, price increases had raised the overall capital 
investment amount to $108 million. 

Those facts were submitted to this committee by a supplementary 
report of the Secretary of the Treasury and myself, also a matter of 
record before this committee. Since that time there has been an 
additional reevaluation and the price increase has made the capital 
investment now on this more or less tacitly approved program—I 
say tacitly by the committee, because we have never had any dis- 
approval of the program—approximately $111 million. In other 
words, we are now working against an adjusted 6-year program re- 
quirement of about $111 million. 

I might return to that $100 million just for a minute and say it 
was broken down basically about like this: 

Of the $100 million, $62 million was for replacement, and $22 mil- 
lion for additional aircraft, as I have indicated, for the last 2 years 
of the program; and about $16 million for facility improvements 
principally at Logan Airport in Boston, and at New Orleans. 
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The facility improvements were scheduled for the last part of the 
6-year program. 

Today, of course, with the requests you have before you and 
against the $111 million, the amount appropriated so far would be 
about $3214 million, which would leave us a residual figure of about 
$7814 million to accomplish the program. Therefore the program as 
presented to the committee this year—we have not had any reason to 
modify the basic end target result of our program—would leave us, 
this being the third year of the program and the request before you 
this year being approximately $11 million—would leave for the 3 
succeeding years approximately the necessity of having a much larger 
appropriation in the neighborhood of $26 million. On the assump- 
tion that in succeeding years that $26 million will be available to us, 
that leaves us in the position where we can accomplish the objectives 
we started out to accomplish. 

We have been able to modify our immediate request during this 
year, as I indicated in my opening statement, because last spring 
we learned that there were a number of C-54’s available in the Air 
Force. They were laying them up. Efforts on our part a year before 
that to obtain C-54’s had been unavailing. However, there had 
been a change of policy and we were successful in getting nine C-54’s 
for our long-range fleet. 

As you recall from our report or from testimony I have given the 
committee before, our fleet which, in 1956, had consisted of 14 types of 
planes had included some 17 to 20 long-range land planes divided into 
three categories: The PB-1G’s or B-17’s; what we called P4Y’s, or 
the B-24’s; and the C-54’s. We had five of the C-54’s and getting 
these nine of the C-54’s in addition accomplished one of the objectives 
of the prorram, which was to get all of our long-range fleet down to 
one class of planes. and thereby reducing our pilot-training and supply 
problems a great deal. It was a very advantageous move. 

I think the committee should realize that in getting these nine 
planes in no way did we improve our situation as far as the age of 
planes is concerned, because the C-54’s we got to all intents are the 
same age as the C—54’s we have and the planes we were able to 
drop from our program. It was an advantage because, as I say, it 
gave us all one class of planes, and from that standpoint it was better. 

As a result of that we felt. as I have indicted in my statement, that 
our requirement of five C-130’s for this year and five next year could 
be modified downward to two this budget year, four the next year 
and four the following year. 

In other words, we have spread our renlacement program now over 
5 years instead of 4 years, which I orginallv mentioned in the program, 
and it is our plan next vear on the basis of the monetary requirements 
which T have indicated to substitute in the fourth year some of the 
additional rotary-wing planes we have heretofore indicated. 

Outside of that, there has heen one other modification of the plan 
which is not accomplished and is not indicated in any record that vou 
have before you. As a result of the loran program and the necessity, 
particularly, of one phase of the loran program which I would like 
to discuss later off the record—it has been necessary to set up this 
year certain planes specifically for logistic purposes in serving those 
loran stations. We have received from the Air Force at no cost four 
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C-123’s, which is a cargo plane, that are not covered by any phase of 
the program. They are not part of the Coast Guard fleet and are 
financed on a reimbursable basis. They were taken on for the specific 
purpose, as I say, of serving these loran stations, which are in isolated 
areas. That is one additional thing which does not appear in any of 
— or in any of my previous testimony. 

r. Gary. To what extent does your request this year deviate from 
the plan as adopted ? 

Admiral Ricumonp. It deviates to this extent: That dollarwise it 
is under the amount that we indicated last year would be required this 
year to carry out the program. If you recall, the supplementary 
report of the Secretary of the Treasury and myself which we sub- 
mitted last year indicated that for the 4 succeeding years of the plan 
it would cost $21.6 million. ; 

Mr. Gary. For each of the 4 succeeding years? 

Admiral Ricumonp. For each of the 4 succeeding years to imple- 
ment the plan. Well, our request before you is $11 million, that is, 
it is $10 million under that; and, as I have already indicated, it would 
indicate that for the 3 succeeding years of the plan now before us it 
pr require $26 million to implement the ot as originally sub- 
mitted. 

Mr. Gary. Do I understand these C-54’s that you got from the Air 
Force are about the same age as the planes you are displacing ? 

Admiral Ricumonp. They are, sir; approximately. For this rea- 
son: There has not been a C-54 built since 1945, so it is impossible 
to get a new C-54. In other words, all of the planes in our long- 
range area were built generally between 1942 and 1945, during the 
war years, as were both the C-54’s and the B-17’s we have disposed 
of, and the P4Y’s. But may I add to this one thing. In fairness I 
should say that the C-54 is a much more valuable plane for us than the 
B-17, both because it has better capacity and, furthermore, it is much 
easier for ustoservice it. In other words, it is still a commercial plane 
being used by commercial lines and spare parts are available. We 
have gotten to the point with B-17’s where we have no spare parts, 
and if you do need spare parts for them you practically have to have 
them made. I am carrying this to the extreme a little bit, but funda- 
mentally the B-17 was a military plane and the spare parts had been 
pretty much used up. So strategically or, we should say, logistically, 
we did improve our position greatly by going to a fleet of all C—54’s, 
even though the planes we obtained were approximately the same age 
as those we disposed of. 


OVERHAUL OF AIRCRAFT 


Mr. Gary. You said it would be necessary to overhaul three of these 
nine aircraft. 

Admiral Ricumonp. You mean in the justifications? Yes. Well, 
of course, that is a routine overhaul. Those are three of the nine. 
Does it say of the nine? 

Mr. Gary. It says: 


Receipt of nine more aircraft from the Air Force in 1959 will necessitate 
scheduling three of these for overhaul in 1960. 
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Admiral Ricumonp. Yes, sir. Of course, all of the planes go 
through a perodic overhaul. I do not think that is attri utable to 
the fact that they came from the Air Force. That would just be 
routine. 

Mr. Gary. What condition are they in ? 

Admiral Ricumonp. Generally they were pretty good. They had 
been flown by MATS basically and there were a large number of them 
being retired from the service. Very frankly, the Air Force let us 
more or less take our pick. So obviously we tried to pick the best. 

One of the problems, of course, that went with it was that the spare 
parts or what we call the life-of-type spares were not available to go 
with it. 

Mr. Gary. Why was that? 

Admiral Ricumonp. Well, they did not have them available them- 
selves, sir. So we have had to get a certain number of spare parts to 
fit in with them. 

Mr. Gary. But you say it is not difficult to find spare parts for that 

lane ? 

. Admiral Ricumonp. Not as difficult, but we still must. buy them. 
With this transition in aviation it is getting more and more difficult 
because the piston plane is apparently on its way out and as we pro- 
gress further along it is going to get more difficult. As I ef these 
planes will go out gradually, as you know. I might add that the 
committee knows we have started our replacement of these long- 
range landplanes by ordering the first of the C-130’s. At the present 
time we have four on order, those purchased from the 1957-58 com- 
bined moneys and those purchased from the 1959 money. We hope 
for delivery of the first of the C-130’s, the first one, probably in 
October, if everything works out well and the production line con- 
tinues to operate as now, and one in November, and possibly one in 
January or February or March. In other words, over a 4- to 6-month 
period of next fiscal year we will get the first four of the C—130’s, 
which will permit the laying = of four of the oldest of the C-54’s 
at that time. Maybe not the oldest, but the ones in the worst condi- 
tion—those that would cost us most to keep flying. 

If this appropriation is approved, as soon as the money is avail- 
able, we will immediately put on order two more C-130’s. So I 
would hope by a year from this July or maybe a little later we will 
have six C-130’s flying for the Coast Guard. It is a large plane but 
it has, we feel, a great many possibilities for the Coast Guard. It 
is a very fine plane, we feel. 

Mr. Gary. Does the decrease in the disposal of surplus and obsolete 
aircraft engines mean you are retaining more of such engines, or that 
you have fewer on hand to be disposed of ? 

Admiral Ricumonp. Those are the engines for the B-17’s and 
P4Y’s that we disposed of when we got the C-54’s. They are of no 
value to us because we do not have that plane in service any more. 

Mr. Gary. So you would say that the C-54’s that you received were 
better than those you had, but still not as good as the aircraft pro- 
gram contemplated under the plan you submitted to the committee? 

Admiral Ricumonp. Well, it was a very valuable aid to us in 
achieving the objectives of the plan, you might say, at an almost 
no-cost basis faster than we could have otherwise. Actually, the 
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B-17’s had reached a point where we were seriously contemplating, 
because of the high cost of spare parts, laying them up even though 
we did not have replacements for them, in other words, operating, 
you might say, for a year or two until the C-130’s started flowing 
in—operating on less than the number of planes we feel necessary to 
do the long-range job. The P4Y’s we would probably have been 
able to keep going much longer and would have held them until the 
C-130’s came off the line, but as I say, because of the age of the planes 
they are not substitutes in the sense of being an out-and-out sub- 
stitute for a new plane. I mean, after all, you can’t take a plane that 
is over 10 years of age and expect it to meet either in efficiency or 
condition what you would get out of a new plane. 


SAFETY OF COAST GUARD AIRCRAFT 


Mr. Gary. You have assured this committee from year to year that 
you are watching very carefully the safety of your men in flying these 
airplanes. I suppose you are prepared to give us those assurances 
under the requests which you made this year, that the men will not 
be required to fly unsafe airplanes. 

Admiral Ricumonp. I would certainly make that statement, as I 
have told you before. Anytime we feel that a plane has passed the 
stage where it can be economically repaired to the point where it is 
absolutely safe, it will have to go by the board even though we have 
a very grave need for it. As a matter of fact, I think that was im- 
plied in the remark I just made about the B-17’s. Before this C-54 
matter opened up, as I say, we had given very serious consideration to 
the laying up of the balance of the B-17’s, which number, as I re- 
call, was eight in number at the time, and running for this year, and 
the following years until the C-130’s plugged the hole, you might say, 
with less than the number of planes that our plan called for in the 
long-range plane field. 

Mr. Gary. We are having a great many accidents these days with 
the most modern planes. One very unfortunate accident happened in 
New York on yesterday, and while, of course, a person must assume 
certain risks on flying in the air, we do not want, and I am sure you 
do not want, the Coast Guard men to assume unnecessary risks. 

Admiral Ricumonp. We certainly do not, sir, and I might indicate 
to you that insofar as the planes we are purchasing are concerned; 
namely, the C-130’s, although it is a relatively new plane, the Air Force 
has been operating it now for I guess 2 years. I think it has held and 
has built up a very fine record. 

As far as I know, I think there has been only one loss of that plane. 

May we go off the record ? 

(Discussion off the record.) 

Admiral Ricumonp. I will have to admit that this plane that was 
lost the night before last is the commercial passenger counterpart of 
the plane that we are buying, but from the little bit I have read about 
that unfortunate accident I am not sure that. the accident is traceable 
to the fault of the plane, or whether it was just a misfortune or per- 
sonal misjudgment in making the approach. 

Mr. Gary. They had very bad weather. 
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Admiral Ricumonp. They were coming in under very adverse 
conditions. 

Mr. Gary. That is right. 

Admiral Ricumonp. There was some story that he had circled the 
field and made several attempts before. So I have seen nothing, in 
other words, which would indicate the loss was due to faulty func- 
tioning of the plane. It might have been. 


NAVIGATION AIDS 


Mr. Gary. You referred to navigation aids. One of our colleagues 
yesterday, Mr. Byrnes of Wisconsin, appeared before this committee 
and made a plea for a permanent light at Washington Island. He 
told the committee that you operate a light and ice and fog aids there, 
I believe, during certain months of the year, but you discontinue them 
in December and do not resume them until March or April, and he 
wants a crib installed so that you can put a permanent signal on it 
at that point. He thinks it is absolutely essential and he said that 
the Coast Guard had advised him you were considering a cheaper type 
of installation there which would serve the same purposes. He stated 
that he was not familiar with any type of aid that would serve all of 
the purposes; that you could get one that would give a light there, 
but it was essential that they have the sound or warning for fog as 
well. I wonder if you could tell us about that. 

Admiral Ricumonp. Yes, sir, I can. The situation is this: As indi- 
cated on this chart, we do maintain these buoys which during the 
winter are removed at the present time because of the icing conditions, 
In other words, if we did not take them out the ice would, anyway. 
During the wintertime there is a ferry which plies back and forth 
from Washington Island to the mainland, to Hedgehog Harbor. 

Also, it is true we have been approached a number of times by both 
Mr. Byrnes and others to establish on this 8-foot spot a permanent 
crib and fog signal and light. Over the years we have indicated that 
we would very seriously consider it, but as you can_recognize, the 
building of a crib is not exactly acheap proposition. We have always 
indicated up to recently that we felt we just could not include it in our 
budget. In other words, it was not an item of high enough priority in 
connection with other aids to navigation to include it. Also, I think 
quite frankly, we always said maybe next year we will have it in, and 
next year has not come. 

However, there are other factors, and I am leading up to what Mr. 
Byrnes told you because I gather he had just gotten this letter from 
me. We have some misgivings about not only the expense of the crib, 
but whether or not, unless you put a great deal of money into it, 
whether we are going to be able to keep it there after we put it in. So 
that has led us to searching around for other methods by which we 
hope to accomplish the same purpose. 

Our feeling is, in the last estimate we had on the crib, it was a mini- 
mum of $75,000, and some feel it will go higher than that to do a 
permanent job. 

Mr. Gary. He stated to us it was $37,000. 

Admiral Ricumonp. Unfortunately, that figure did appear in the 
earlier stages, but the more we study it the more we have come to the 
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conclusion that we might put it in for $37,000, but how long it would 
stay in would be something else again, because any time you start 
putting in a permanent foundation with riprapping of a crib you 
have a problem. 

Essentially, what we are now considering is this: We would propose 
to put on this point a directional beacon and sound signal. Actually, 
that light would be visible—it would have about a 3-mile range and it 
would be available for the whole ferry run. Then we would put on 
land up here a visual range which he could run in on a visual range. 
We feel that would be much cheaper. I do not know how much at 
this point, but it might be even superior to what has been suggested. 
We hope we can do it, and what we propose might be done for $10,000 
to $20,000. 

That, essentially, is the whole thing. 

Mr. Gary. The matter is now having your study and consideration? 

Admiral Ricumonp. It has, sir, but it was only within the last 2 or 
3 months that this alternate suggestion came to the fore. We have at 
the present status referred it to the district for their comment on it. 


SINKING OF DANISH MOTORSHIP 


Mr. Gary. Can you give us some information concerning the recent 
sinking of the Danish motorship which collided with an iceberg, 
Admiral? 

Admiral Ricumonp. Very little, sir. It is another tragedy of the 
sea and my own feeling right now is that unless there is some devel- 
opment very quickly, T think we will always have to remain in the 
area of speculation. The ship, as you know, was a brandnew ship 
on its maiden voyage. It had been to Gothaab and was homeward 
bound when they rounded the southern tip of Greenland. They sent 
a message that they collided with an iceberg. That was around 11 
o’clock or 11:45 at night. At 3:45, I believe it was, or somewhere 
around there in the morning, another message was received that they 
were sinking slowly, and I think that was the last. Their engine- 
room was filling and they were sinking slowly. 

We diverted the Campbell, which is an ocean station vessel, but 
she did not arrive on tlie scene until about 14 hours later. She was 
about 14 hours away from the scene. Her first report was that the 
seas were tremendous and there was broken ice all around them, and 
the situation was, as far as the search was concerned, that everything 
was reduced to a minimum. Planes were deployed. The Canadian 
Air Force and everybody that could, chipped in planes. There was 
a German trawler in the vicinity also. I checked before I came up 
here this morning and to date we have not found anything. 

The Campbell is still in the area. As of yesterday, search con- 
ditions improved somewhat. There have been various reports of see- 
ane, but nothing has been authenticated to date. 

r. Gary. There was some report of faint radio signals. 

Admiral Ricumonp. I think that has been discounted. There is 
always that type of thing. I think I saw a report where it had been 
traced to the radio beacon of the Campbell. The reports this morn- 
ing said that the Campbell was looking for an overturned lifeboat 
that was reported, but it is most difficult to search that area and I 
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have to confess I am rather doubtful that anyone will ever know the 
true story. 

Mr. Gary. Does radar help at all in detecting these icebergs? 

Admiral Ricumonp. Yes, it can, but of course in a situation like 
that where you have so much ice all around you and in a storm— 
and, of course, again I am only speculating and I do not know what 
kind of radar they had—they could have gotten surface reflection. 
Of course, as you know, so much of an iceberg is underwater that 
they may have felt they were clear and simply ripped out the side 
of the ship. I saw one report in Time magazine this week which said 
it was a seven-compartment ship. For a small ship that should give 
it a very fine watertight integrity. So the only thing I could guess 
at is, if they went down so soon, that they probably must have raked 
the ice underwater and ripped open the side. That is purely specu- 
lation. 

Mr. Gary. Does sonar help in detecting icebergs ? 

Admiral Ricumonp. I would say “no.” But they would not have 
had sonar anyway. They probably had radar, probably a surface 
radar, but you have to remember they were working through icefields 
regardless of what iceberg patrols you had. 

Mr. Gary. You could not guard against a situation of that kind 
in an area where there was a tremendous amount of ice. 

Admiral Ricumonp. No, sir. As a matter of fact, as we pointed 
out yesterday, of course, she was lost considerably north of the ice 
patrol area. You see, the ice patrol is to guard these steamer lanes, 
whereas this ship was lost 60 miles south of this area up here [point- 
ing to southern tip of Greenland on a nautical chart], which is 800 
to 900 miles north of the steamer lanes. So our ice patrol being down 
in this area where there is a concentration of shipping, would be far 
away from that. 


NEW SERVICES REQUIRED OF THE COAST GUARD 


Mr. Canrrevp. Admiral Richmond, it is very reassuring and very 
satisfying, too, to read in the press or to hear reports on television 
and radio, stories of the U.S. Ooast Guard coming to the rescue on 
the land, in the air, on the sea, and on the lakes. You may be inter- 
ested to know that when I attended the NATO Interparliamentary 
Congress in Paris last November as a U.S. delegate, the members of 
the Parliaments of the 15 free nations banded together in NATO paid 
high compliment to the U.S. Coast Guard, some going so far as to 
say that they wished they had some service akin to or comparable to 
the U.S. Coast Guard. 

Admiral Richmond, in your presentation before us this year you 
say among other things: 

The size of the service is growing at a slow but steady rate as a result of the 
constant demand for services the Coast Guard is best fitted to perform. 

Would you be good enough to insert in the record at this point the 
new services that have been required of the Coast Guard through stat- 
ute these last 10 years? 

Admiral Ricumonp. Yes, sir. 
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(The information follows :) 


Legislation requiring new services or tasks since 1949 








Public Law Congress Title 
SRE ERIE a DL pence Uniform Code of Military Justice. 
SRST ES | eee Magnuson Act. 
| Ra Re do__.......| Budget and Accounting Procedures Act of 1950. 
ee _, ME Armed Forces Reserve Act of 1952. 
ae Re Outer Continental Shelf Lands Act (sec. 4(e) 1 and 2). 
Teipiakexnancecs: -----do_........| Reserve Officer Personnel Act of 1954. 
rr . 84th...........| Inspection and certification of certain vessels carrying passengers. 
| aS | ees Federal Boating Act of 1958, 











SERVICES REQUIRED BY OTHER AGENCIES 


Mr. Canrretp. And also show what other services you have been 
called upon to perform by such agencies of the Government as the 
Defense Establishment and the State Department ? 

Admiral Ricumonp. Yes, sir. 

Mr. Canrietp. They are numerous and costly. 

(The information follows :) 


SERVICES REQUIRED BY OTHER AGENCIES SINCE 1949 


. Construction of loran A stations to meet military requirements. 
. Construction of loran C stations to meet military requirements. 
. Operation of six ocean weather stations. 
. Assisting in DEW line resupply. 
. Operation of one vessel for U.S. Information Agency. 
. Increased military readiness. 
. Maintenance of navigational aids for St. Lawrence Seaway Corporation. 
. Representing United States and acting as host for United States in regard 
to international conventions for State Department. 
In addition to the above, the following administrative action and treaty have 
generated requirements for additional services: 
1. Designation of additional waters as “Navigable waters of the United 
States” by the Corps of Engineers. 
2. Safety of Life at Sea Convention, 1948. 


Mr. CanFiecp. You also tell us— 


the comparative expense associated with the assumption of new tasks for other 
agencies is greater than for going Coast Guard programs. 


Briefly, will you elaborate on that ? 


Admiral Ricumonp. You mean right here? 

Mr. CanFietp. Yes. 

Admiral Ricumonp. Well, I have just described to you this new 
loran program which we are inaugurating. 

Mr. CanrFtetp. Which is expanding in a big way. 

Admiral Ricumonp. Yes, sir; because as I have indicated to you, 
it is so much more technical. 

Off the record. 

(Discussion off the record.) 

Mr. Canrietp. You tell us among other things too that you seek 
reimbursement from requesting agencies for all costs of the new pro- 
grams until they are well shaken down, so to speak. What does that 
mean with reference to loran? What costs? 

Admiral Ricumonp. That means all construction costs. All costs 
of support up to the date where we feel we are in operation. In the 
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case I have just mentioned, starting the 1st of July, or out of the 1960 
appropriation we will start paying for the operation of the Tack 
program. 

r. CANFIELD. In toto. 

Admiral Ricumonp. In toto. 

And one thing I did not mention is that in order to support that 
program we had to set up at Naples a small air detachment with two 
(-123’s in order to process our personnel out to these stations and 
get them back, and the supplies as well. 


OPERATIONS OF CUTTER “COURIER” 


Mr. Canrietp. Admiral Richmond, with reference to the program 
of the Voice of America, it is my understanding that the CG cutter 
Courier is still being used for the Voice of America. 

Admiral Ricumonp. That is correct. 

Mr. CanrieLp. What costs are involved there ? 

Admiral Ricumonp. The full operational costs are paid by the 
USIA for that vessel, and the personnel of it. 

Mr. CanFie.p. Is the Courier static, or is it mobile? 

Admiral Ricumonp. It is mobile in the sense that it is not perma- 
nently moored, but it is not moving. I mean, it has a permanent 
berth and tries to stay there. Actually, as a practical matter, I have 
seen it twice this year, and particularly during the summertime it 
is pretty bad for them because the only berth available to them is 
one where they have to be underway about 3 or 4 days a wéeks™in 
order to move out because of passenger ships coming in. 

Mr. Canrietp. How many Coast Guard officers and men are in- 
volved there? 

Admiral Ricumonp. Nine officers and 101 men. 


WORK WEEK 


Mr. Canrietp. Admiral Richmond, you also expressed concern today 
regarding the dissatisfaction among crews who are putting in a work- 
week well in excess of standards observed by other Armed Forces and 
commerce generally in connection with your recreational-boating pro-. 
gram. Besides asking for additional funds for the new fiscal year 
you are seeking a supplemental. 

Admiral Ricumonp. We would hope to for the boating program 
for next fiscal year. It is not formulated yet, sir. If it is going to 
be done that is the only way we can do it. 

Mr. Canrtetp. Along that line, you have quite a little to say about 
your-lack of manpower in your aviation field. I was quite distressed 
to read, and I quote here: 

Our pilots are averaging 82 hours per week at their units—filying, working, or 
in a watch status. They average an additional 32 hours per week at home await- 
ing call in emergencies. Highly qualified enlisted crewmen must be diverted in 
many instances to housekeeping chores of an unskilled nature because of the 
chronic lack of manpower. At a total of 140 lifeboat stations, crew members 


are averaging 120 hours a week on board—66 hours, either working or on watch, 
and a further 54 hours standing by in case of emergency. 
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Admiral Ricumonp. That 54 hours, of course, is included in the 120. 
That is not additional. You are getting pretty close to the total num- 
ber of hours available. 

Mr. Canrtexp. I dislike to think that in developing increased effi- 
ciency of this service the results are due in a large degree to overwork- 
ing your personnel. I cannot help but think your program to over- 
come that is well conceived and I hope it is carried out. 

Admiral Ricumonp. Well, sir, we have asked, as I have indicated, 
for a certain amount, and we will discuss that when we come to “Oper- 
ating expenses.” I think, actually, in the lifeboat stations if we get 
the money we requested it will reduce the 120 hours to about 100 hours 
a week. 

We indicated we do not visualize that the Coast Guard would ever 
be on a 40-hour week, but we do think because of these extra duties 
we have stretched thinner and thinner until something has to be done 
to start moving the other way. 


SAFETY OF AIRCRAFT 


Mr. Canrtetp. Admiral, like the chairman of this committee, I have 
been concerned about the safety of our Coast Guard planes. Occa- 
sionally when the Coast Guard is the recipient of equipment given to 
them by the Air Force or the Navy, some people are constrained to 
describe the gifts as hand-me-downs. That is not a fair description to 
be used in connection with the C—54’s you are receiving, but they are 
some of our oldest planes. There is no question about that. 

This may be repetitious, but as I understand your presentation, you 
feel you can do the job at hand with these planes, and you feel that 
they are safe enough to assure those flying them that they will be safs? 

Admiral Ricumonp. That is correct, sir. 

Mr. Canrrevp. That is, of course, repeating what you said earlier 
in the day. 

Admiral Ricumonp. We conceive of them to be stopgaps which 
helped us in a bad situation. We do not consider them to be replace- 
ments, as such. 

Mr. Canrievp. I would like to think that the Coast Guard could 
uniformly get new planes.. Is it our understanding that the Air Force 
is getting rid of these planes? 

Admiral Ricumonp. Yes, sir. 

Mr. Canrtevp. And is farming them out to other agencies? 

Admiral Ricumonp. No. They have reached a point, in other 
words, where the planes have outlived their usefulness both as trans- 
port planes and cargo planes, and they are moving into larger and 
faster planes. So, in effect, they had them surplus to their needs. 
They were not going to use them any more. I think probably they 
would have liked to have sold them to us if they could, as they would 
probably sell them to a commercial companv, but they were not 
worth it to us to buy and, in fairness, the Air Force said, “All right. 
How many do you need?” We said nine, and we ended up with nine. 

Mr. Canrtexp. Is that in part because the Air Force is switching to 
the new type of engine? 

Admiral Ricumonp. Yes, sir. 

Mr. Canrte.p. The jet engine? 
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Admiral Ricumonp. The jet planes and turbo-prop planes. You 
see, they are also buying these C-130’s. More of those are coming 
along all the time. 


CAPITAL PLANT DETERIORATION 


Mr. Canrievp. Admiral Richmond, this year as in some prior 
years you address a very forcibly I think, too, to the problems 
of the Coast Guard because of the constant deterioration in its capital 

lant. As just indicated, we are now in the so-called jet-space age. 

ill you briefly now repeat for the benefit of this committee what you 
feel about how this deterioration of capital plant is affecting the 
efficiency of the Coast Guard and how this challenge is being met ? 

Admiral Ricumonp. Well, as I have indicated in my statement, 
we have asked for increased funds for deferred maintenance, as we 
call it, in the present budget before you. It is a problem not entirely 
unlike the aviation problem, only as applied to vessels and shore units. 
We, of course, must keep certain units going, and it is taking more 
and more money. We are finding out that increasingly we are hav- 
ing troubles in our vessels. 

For example, we had the misfortune, I am sorry to say, to lose a 
man overboard in January from the McCulloch. This has nothing 
to do with the condition of vessels for it might have happened any- 
way. But in the same sea that took the man pant iins. the vessel 
cracked a number of plates. It was one of the AVP’s and it will 
require some considerable overhaul. I think some frames were dam- 
aged as well. I think that is evidence of advancing age as well 
as the wartime construction which I have referred to before. 

In this connection, I have mentioned last year and I would like to 
make the same invitation this year—I realize this committee is a 
very busy committee, but we have a presentation that. our engineer- 
ing group has put together on problems of the Coast Guard in de- 
ferred maintenance and obsolescence. It takes about an hour for 
this presentation. It is documented with graphs and pictures. 

We have never brought it up during budget hearings because I 
do not think it proper. I think it would distort the picture, but 
after our bill for this year is marked up, if this committee could 
give us an evening or a morning we would like nothing better than 
to have our engineers present this to the committee as a group, in 
order that they can see the way in which we evaluate the situation. 

Very frankly, our replacement of shore units, vessels, and air- 
craft is way under—of course, aircraft is a little harder to compare 
than shore units and floating units—but our maintenance and re- 
placements are way under the industrial normal average. Sooner 
or later it will catch up on us. It is catching up on us faster all the 
time. 

We have a suit pending, the Donald Ray case, which is a tort case 
against the Federal Government right now, where one of our 83- 
footers went out on a rescue mission and she started to fill and one 
engine went out. 

Mr. Canrtetp. Generalizing, Admiral, how far behind would you 
say your capital plant is today in terms of modern requirements? 

Admiral Ricumonp. That would be very hard to estimate, sir. I 
would much prefer you to see our presentation apart from the budget 
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request. I would say as far as the building program or replace- 
ment of vessels is concerned, we are 10 to 15 years behind. Just as 
an example, if I can show you something here which we have with 
us. This is a piece of plate which was cut out of a 125-footer. No- 
body suspected this, but here is the type of thing I mean. It is a 
piece of ;'; steel plate with a hole right through it. That means when 
you start in to repair that plate it means an expensive overhaul. 

Mr. CanFietp. That came from where? 

Admiral Ricumonp. From the Boutwell, a 125-foot vessel. 

Here is another example. I am not trying to influence the commit- 
tee, but here is another one. It is from an 83-footer. This is the way 
this angle should look, ard: this is the way it did look. That. is’a 
125-footer [pointing to another example]. They were built right 
after the rumrunning period. 

Captain Trrmeie. The picture shows actually where it is on the 
ship. Below the waterline. 

Kamiral HrrsuFieLD. Down near the keel, isn’t it ? 

Admiral RicumMonp. We estimate we have total deferred mainte- 
nance of probably $25 million right now. That might be better than 
a time estimate. These are just the same sort of things we run into 
_— time we try to repair one of these old vessels. It is a continuing 

ght. 

Mr. Canrte.p. These are very striking examples. I wish everybody 
could see them. 

Mr. Gary. It shows great deterioration of wood in the vessels and 
also the metal work. 

Mr. Canrietp. Right, Mr. Chairman. 

i Gary. I would like to add that some of the wood crumbles upon 
touch. 

Mr. Canrtetp. Exactly. 


RESERVE TRAINING PROGRAM 


Mr. Canrietp. Admiral, I like the emphasis you place on the impor- 
tance of the Coast Guard’s Reserve training program. All other 
components of the military services, and most of the executive agen- 
cies, including your own, have requested or will request supplemental 
funds to cover the mandatory wage increases voted by the Congress 
last year. However, I note that the Coast Guard Reserve is being 
required to absorb these mandatory increases, costing somewhat over 
$500,000. This certainly indicates a reduction in the available funds 
for this activity. Will you be good enough to tell us if you are preju- 
diced or hurt through that absorption ? 

Admiral Ricumonp. I do not believe that the absorption of these 
funds will be a direct injury to the Reserves, sir, for this reason. 
Thanks to the independent action of Congress and, very frankly, led 
by yourself, sir, as you know, we received in 1959 more money than 
we had originally requested and, very frankly, had programed for. 
As a result of those additional funds we were able to carry forward 
certain things that we wanted to do, as well as to meet the target 
that we originally set out for ourselves when we were seeking 2 
higher level. 

My recollection is that the amount for pay increases is in the 
neighborhood of about a half a million dollars. As I say, in the re- 
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programing we felt that this could be done without doing any injury 
to the Reserve program as originally contemplated. Obviously, had 
we not had to absorb the pay increases we could have gotten something 
we could have put it into—things other than matters we had pro- 
gramed for—but we are able to meet our original program. 

Mr. CanrieLp. Admiral, you are eliminating ten 30-footers to be 
used for training purposes. Is that right? 

Admiral Ricumonp. That is true. That is in the 1960 money, in 
holding to the 1960 money, because we are not asking for any more in 
1960 than is available to us in 1959. Of course, obviously the pro- 
gram will be more expensive in 1960 because the people who are trained 
in 1959 will go on to a training basis, but there are some acquisition 
costs included in the 1959 program which, of course, are nonrecurring 
costs, and we feel that this 

Mr. CanrieLp. How many 30-footers are now available for train- 
ing purposes ? 

Admiral Ricumonp. We have none at the present time. 

Mr. CanrieLp. What is the situation regarding the Dexter? 

Admiral RicumMonp. The Dewvter is in commission on the west coast. 
That was, of course, partially one of the acquisition costs. Of course, 
a great deal of the money for the Dewter had already been appropri- 
ated out of the 1958 money, but we did have to make some mo theation 
of the dock at Alameda to accommodate her, and that is a nonrecurring 
expenditure. 

Mr. Canrietp. You indicate a figure of 36,000 officers and men in 
the Ready Reserve by the end of 1960. Can you tell us just how many 
are participating in the Active Reserve program now and how many 
would be immediately ready if needed; in other words, if the whistle 
were blown? 

Admiral Ricumonp. In the total Ready Reserve, 1958—that is total 
Ready Reserve—these are officers and men—it would be 29,618 that 
were aboard on June 30, 1958. That figure will have increased by 
June 30, 1959, to 36,651 people. Actually, by the following year, that 
figure will have decreased a little bit because some of the people will 
have served out their time and be dropping out. I will explain that 
in just a minute. 

The people who are available for immediate call—trying to be spe- 
cific in answer to your question, would be on June 30, 1958, the total 
in training status, that would be people in organized units—was 10,004. 
By June 30 of this year 1959, it will be 12,795, and by June 30, 1960, it 
will be 16,440. Those are the people we feel are available within 24 
hours to 15 days’ time. 

You see, a great many of these people are in the Active Reserve un- 
der the law because they have served, let’s say, 4 years on active duty 
and they still have an obligated time to serve in the Ready Reserve. 
But they do not drill. That is the distinction I want to make. So 
that is the difference between the two sets of figures I was putting in 
the record. 

Mr. Canrietp. Who is in charge of the Reserve program at head- 
quarters ? 

Admiral Ricumonp. Captain Sands here, under Admiral Ross who 
is the personnel officer at headquarters. The flag officer in charge of 
the Reserve is Admiral Ross. 
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Mr. Canrtevp. I happen to know Captain Sands. I have seen him 
at a number of our Coast Guard meetings and I have heard a lot about 
his goods works and his intense interest in the work of the Coast 
Guard Reserve, and I am glad to note that he has been called in to 
headquarters to help lead in these programs. 


COAST GUARD ACADEMY AT NEW LONDON, CONN. 


Admiral Richmond, regarding the situation at the Coast Guard 
Academy at New London, the ona of Connecticut is quoted as 
being deeply concerned about the condition of the temporary wooden 
buildings that have been referred to earlier in these hearings. He 
and representatives of the local government in New London have de- 
scribed them as serious fire hazards. 

When Mr. Flues, the Assistant Secretary, was before us he assured 
us that they had been carefully examined, especially after the very 
tragic occurrence in Syracuse University wherein seven Air Force 
cadets lost their lives, and he gave us assurance everything was being 
done to see that all possible safety factors were being installed. 

Would you be good enough now to review briefly, in the light of this 
criticism, just what the situation is, and what the program at head- 
quarters is to make correction ? 

Admiral Ricumonp. Well, as I indicated yesterday, of course, the 
Academy—I am speaking now with respect to the cadets alone—has 
been forced to use the wooden buildings because of the increased size 
of the cadet corps. These wooden buildings were built during the 
war for the training of Reserve officers. Actually the buildings are 
used jointly today by the Academy and our OCS-OIS school. The 
buildings are all grouped in one section of the Academy’s reservation, 
and to the extent that they are now 15-year-old frame buildings, and 
you might say all congested and close together, I suppose there is no 
doubt if a fire started in one you have the danger of it spreading 
very rapidly across the whole group. 

Also, of course, I suppose we all must accept that any frame build- 
ing is much more of a fire hazard than a masonry or brick building. 
Insofar as the cadets themselves are concerned, and moving them out 
of the buildings for living, as I indicated yesterday, we are in the 
process of building the barracks, or in the process of attempting to get 
the barracks started with the money that was appropriated in this 
year’s appropriation. However, no matter what we do it will be im- 
possible to do anything to remedy that situation until we actually 
have that building available, which will not be, as I indicated some- 
time yesterday, until September 1960. 

Therefore, we must accept it that for the next 18 months we must 
continue to have the cadets in at least two of those barracks. 

Mr. Gary. Will the gentlemen yield ? 

Admiral Ricumonp. Yes. 

_Mr. Gary. Is it not true that a great many colleges and univer- 
sities in the United States are using buildings similar to those that 
were constructed during the war? 

Admiral Ricumonp. I am quite sure it is. 

Mr. Gary. I can assure you I know of several that are. I say that 
not to justify the situation but to show that the Coast Guard is not 
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the only place where this situation exists, because I know of several 
institutions where that is being done. As a matter of fact, in Rich- 
mond we have some barracks of that type which are located at an old 
Navy war installation. Students from four or five different educa- 
tional institutions are using those barracks as living quarters and they 
have to go long distances to get to their respective schools. 

Mr. Pituton. Will the gentleman yield ? 

Mr. Gary. Yes. 

Mr. Pitti0n. In addition to the department of education schools, 
many of the students pay their own way and pay rent for these and 
pay tuition, which is quite a difference. 

Mr. Gary. That is right. Some of the schools I referred to are 
State schools. 

Mr. Canrietp. Mr. Chairman, I am sure what you say about other 
institutions is correct, and I am sure also you will agree that in facin 
this situation, we of the Congress together with the Post Office aan 
Treasury have a joint responsibility to see that if anything is seriously 
wrong, corrections are made and that they are made at the earliest 
possible moment. 

Mr. Gary. I am thoroughly in sympathy with making improve- 
ments just as rapidly as they can possibly be made, but I was trying 
to point out that the Coast Guard is not the only offender in this 
field. And while there has been so much criticism of the Coast Guard, 
it is a situation which prevails, I think you will find, pretty generally 
throughout the United States in various types of educational institu- 
tions; because just following the war, caer the GI bill, the colleges 
were confronted with a situation where they had more students than 
they could possibly accommodate in regular housing units, and they 
had to make use of these temporary barracks to take care of them. 

Mr. Canrietp. But the important thing today, I feel, is that Con- 
gress and the Coast Guard are moving to correct a situation that is 
not good. 

Mr. Gary. Yes. 

Mr. Canrrevp. This last year we appropriated $2 million in funds 
asa starter, is that not true, Admiral Richmond ? 

Admiral Ricumonp. That is right. 

Mr. Gary. It is now a little past 12 and we will adjourn until 2 
o’clock. 

AFTERNOON SESSION 


Mr. Gary. The committee will come to order. 

Mr. Canrietp. Admiral, when we adjourned at noon you were com- 
pleting a statement regarding the Academy. 

Admiral Ricumonp. That is correct, sir. I had indicated that 
insofar as the cadets and their living quarters were concerned, that is, 
their barracks, I felt that that was being answered with these new 
barracks being built and the new barracks could not be occupied until 
completion in September 1960. 

Yesterday I also indicated we had misgivings about continuing the 
OCS-OIS school at the Academy and, while it is true that these candi- 
dates are housed in one of these same temporary barracks, and the 
classrooms are in the temporary buildings, the wooden buildings, I 
think the proper answer to that problem—and we are working on it, 
as I indicated in my statement—is the removal of that part of the 
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institution from the Academy grounds to some suitable place, as 
soon as we can locate it and make the move, in the interests of better 
administration of the Academy, laying aside any question of the 
hazard involved. 

So it really revolves around this: Assuming that these two things 
are accomplished, and the barracks are already underway. The 
Academy needs, as we can foresee them at the present time, in building 
reqiurements, are as follows: a new auditorium, a new recreation hall, 
anew field hall, and some incidental buildings that they have on their 
program for the school. 

Now, as I have indicated, these are all urgently needed for the Acad- 
emy in the size that we intend to operate it, but those things are not 
on as high a priority as other items that we need for the Coast Guard 
asa whole. In due time we hope that we will be able to accomplish 
these objectives of getting these buildings for the Academy, to com- 
pletely round out the full requirements of the Coast Guard Academy. 

In the meantime, insofar as the wooden buildings are concerned, 
every possible step is being taken to minimize any possibility of a fire 
spreading through the building, either starting in the building or 
spreading through the buildings. 

There are continuous fire watches maintained. The buildings are 
old , but they are equipped with rope fire escapes as well as those that 
were built. Frankly, f believe the ropes are much superior to the 
wooden fire ladders that were originally constructed on the buildings. 

We are continually checking the wiring and anything that would 
lead, you might say, to endangering the buildings. Every step is 
being taken to minimize the chance of a disaster. 


QUALIFIED PERSONNEL FOR INTERNATIONAL CONFERENCES 


Mr. Canrietp. Admiral, you tell us that you are finding it extremely 
difficult to find qualified representatives of suitable rank to participate 
in Conferences in which the Coast Guard has a vital interest, and you 
mentioned two important Conferences to be held in the future—one 
at London, in accordance with a request from the Department of 
State, this having to do with the International Safety of Life at Sea 
Convention, and another whereat the United States 1s to be the host 
to the International Technical Conference on Lighthouses. Where 
will that be held ? 

Admiral Ricumonp. That will be held here in Washington, sir. 
It will be held in the United States. Our present plans are to hold 
1 week of the Conference in Washington and then have the group 
meet in New York for further meetings. 

Mr. Canrtetp. Will you elaborate on your statement that you are 
finding it difficult to find qualified representatives of suitable rank 
to take part in those Conferences ? 

Admiral Ricumonp. What I had reference to, sir—and I might 
add my comments or remarks went further and said: “I have no 
solution to it”; but I think it is something we simply have to meet 
and accommodate the best way we can; however I did want the com- 
mittee to be aware that it is an increasing problem. The particular 
Conference that I had reference there to is the International Safety 
of Life at Sea Convention which will be held in 1960 in London. 
The State Department has asked the Coast Guard to coordinate or 
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prepare the United States’ position. We are doing that through the 
use of committees made up, not only of Coast Guard personnel, but 
of industry and other Government agencies as well. The chances 
are that that Conference will last for probably not less than 8 weeks. 
It is also probable that I will be the chief U.S. delegate and probably 
will have in addition to the non-Coast Guard people on the delegation, 
probably Admiral Jewell, who is Chief of our Maritime Safety Com- 
mittee,.and several other officers as well, during that period. 

Now, what I had reference to was that during that period while 
we are working, obviously, for the United States, as far as tangible 
results to the Coast Guard specifically go, in order to prepare for 
properly coordinating this work, that is getting ready for this Con- 
ference, we have one officer, a captain, assigned now as a permanent 
secretary to coordinate the work of these various committees. 

Following that Conference there will probably be, or at least the 
invitation is out for a further Conference on Vessel Load Lines. In 
addition to that, as the committee knows, I have just returned from 
London as one of the U.S. delegates to the organization meetings for 
IMCO, which is the Intergovernmental Maritime Consulting Organ- 
ization, and we have, during the last year, as I have already mentioned, 
had one officer in Geneva for several months, from our Legal Division, 
on this territorial waters matter. More and more, this type of con- 
ference work is putting—I won’t say a burden—but putting an addi- 
tional requirement not ordinarily referred to in our budget estimates. 
I might say also in this fall there will be a meeting in Geneva of ITU, 
the International Tele-Communication Union, which will require 
someone, and we had to take another captain off of, you might say, 
constructive Coast Guard work, to prepare our part of that particular 
conference. 

In numbers of personnel, it isn’t great, but unfortunately you can- 
not just pull any officer out. It usually has to be a man who has some 
peculiar interest and technical specialization. 

I would like to go a little further on this International Lighthouse 
Association meeting, if I may. 

Mr. CANFIELD. Yes. 


INTERNATIONAL LIGHTHOUSE ASSOCIATION MEETING IN 1960 


Admiral Ricumonp. The lighthouse authorities of the world, have 
over the past 20 or 30 years approximately, have met every 5 years. 
The thing I think the committee should recognize is in many countries 
the lighthouse authority is not necessarily a part of the government. 
For example, in England it is operated by Trinity House, so it is not 
strictly speaking a full diplomatic conference in the sense that we 
speak of the Safety of Life at Sea Conference, which will be attended 
by us. We attended, that is, the United States has sent representa- 
tives under the old lighthouse organization, and then after that it be- 
came part of the Coast Guard. The Coast Guard sent representatives 
in 1955 with the permission of the State Department, and because we 
knew that the countries would like to come to the United States, with 
the State Department’s permission, an invitation was extended on 
behalf of the United States, to the lighthouse association group to 
meet here in 1960. 
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The present plans are that that organization or group will meet 
here in September or October of 1960 for approximately 2 weeks. 
There will be certain attendant expenses, which in other countries 
ordinarily are borne by private organizations, but which in this coun 
try, very frankly will have to be borne by the Government. 

The mechanics of this we have not worked out, but I would not be 
surprised in our 1961 presentation we will probably include some 
moneys to defray part of the costs of—I don’t know whether I should 
use the word “entertaining” but I mean of carrying out this confer- 
ence, because it will mean taking the delegates various places and 
holding certain meetings that undoubtedly the State Department will 
defray some of the costs, such as interpreters and provide interpreters, 
but there will be a considerable cost to the Government and the Coast 
Guard in running this conference. 


COAST GUARD COMMANDANT’S RELATION TO JOINT CHIEFS OF STAFF 


Mr. Canrire_p. Admiral Richmond, you are the Commandant of the 
ae Coast Guard. What is your relationship to the Joint Chiefs of 
stati ¢ 

Admiral Ricumonp. None, sir, directly. Iam not a member of the 
Joint Chiefs of Staff, nor am I called in, sir. 

As you know, the Coast Guard operates in the event of an emergency 
or war as a part of the Navy, and I have the same status as a Bureau 
Chief of the Navy under the Chief of Naval Operations; so that there- 
fore, on the Joint Chiefs of Staff, the CNO of the Navy is actually the 
Coast Guard representative there. 

Mr. Canrtetp. When the Air Force decides to give you some of its 
planes, for which obviously it doesn’t have need currently, insofar as 
see paar is that a matter that is discussed before the Joint Chiefs 
ot Stal? 

Admiral Ricumonp. No, sir; that is a matter of direct relationship. 
In this particular case, because of negotiations that we had had with 
the Air Force in attempting to get planes before, the matter was called 
to our attention at the Secretary level, and we followed up on it and 
it was a direct negotiation between the Air Force and the Coast Guard 
with the help of the Secretaries of both the Air Force and the Treasury 
Department. 

SOUTH AMBOY DISASTER 


Mr. Canrretp. Admiral, the Amboy disaster, to which you referred 
yesterday, took place in waters off of my State of New Jersey. When 
did that explosion occur? 

Admiral Ricumonp. 1950, I think, sir. 

I will correct that, May 19, 1950. 

Mr. Canrtetp. Now, you tell us there has been a legal action which 
has resulted in a decision by the Treasury Department and the Depart- 
ment of Justice to make a compromise settlement of $400,000? 

Admiral Ricumonp. The legal action was on the part of those 
injured, against parties in interest, namely, the railroad, the manu- 
facturers of the explosives, and the Government. As I indicated 
yesterday, the claims were very high, amounting to $22 million. But, 
in any case, my understanding is that after certain, I suppose, pro- 
cedures in the court, there was a compromise claim of $3,310,000 which 
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was agreed upon, and it was agreed that, by the attorneys represent- 
ing the Government and others, as suggested by the Government, that 
$400,000 of the $3,310,000 would be the proper Federal share, the 
Government’s share, and since—although I do not agree with the 
results—there was some implication that the explosion might have 
been partially the fault of the Coast Guard, as I say, I don’t accept 
that, this was done. 

Mr. Canriexp. Off the record. 

(Discussion off the record.) 

Mr. Canrigp. Is provision for the $400,000 settlement in the fiscal 
bill for 1960? 

Admiral Ricumonp. No, it is not, sir. The inference is that 
the $400,000 will be in the form of a supplemental for 1959. 

As a matter of fact, I have been informed we have already sub- 
mitted a supplemental to the Bureau of the Budget for $400,000 for 
1959. 

Mr. Gary. Do I understand that covers all possible claims now 
arising ¢ 

Admiral Ricumonp. That is right, sir, for the South Amboy ex- 

losion. 
. Mr. Gary. All possible claims arising out of the accident, includ- 
ing all the claims involved in the 121 suits, 

Admiral Ricumonp. It is my understanding that $3,310,000 is the 


total settlement, of which the Government is paying $400,000. In 


other words, with no acceptance that it is the Government’s fault, 
only that simply it would be cheaper to compromise on this basis of 
$400,000 than to carry it to the court with possibly having a decision 
going against us. 

Mr. Gary. You say “carry it to court.” You mean to litigate it on 
through ? 

Admiral Ricumonp. I mean to litigate it out. 

Mr. Gary. It is in court now? 
— Ricumonp. It is in court, but what I meant was to litigate 
it first. 

Mr, Canrietp. What agencies of the Government besides the Coast 
Guard were brought in? 

Admiral Ricumonp. Only the Coast Guard, in this particular 
case, 

We are still talking about the South Amboy case? 

Mr. CanrFietp. Yes. 

Admiral Ricumonp. Only the Coast Guard. 

Mr. Canrietp. Off the record. 

(Discussion off the record. ) 


PERSON NEL OUTSIDE CONTINENTAL LIMITS OF THE UNITED STATES 


Mr. Atexanper. Admiral Richmond, how many men did you have 
in the Coast Guard that are serving outside the continental limits of 
the United States? 

Admiral Ricumonp. I would have to put that in the record, sir. 
Discounting those on ships, I would say approximately 1,000 or 1,500 
officers and men. 

Mr. ALexANnpeR. How many stations or ships are there permanently 
stationed outside the continental limits of the United States? 
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Admiral Ricumonp. We have only one. 
Are you using the continental limits or are you thinking in terms 
of Alaska and Hawaii? 

Mr. ALEXANDER. I-was thinking in terms of our own limits, of the 
United States itself. 

Admiral Ricumonp. Yes; not just specifically the United States? 

Mr. ALEXANDER. Yes. 

Admiral Ricumonp. Well, actually only one ship, the Courier. 
Excuse me. One in the Philippines and the Courier, which is stationed 
at Rhodes. 

Mr. Atexanper. Then how many do you have outside continental 
United States, including Alaska and Hawaii? 

Admiral Ricumonp. 31, sir. I would like later to correct that 
exactly for the record, but approximately that number, varying from 
83-foot patrol boats on up to the largest type, but most of them are 
tenders or vessels of 250 feet or less. 

(The following information was supplied later :) 


Facilities outside continental United States 
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Mr. AtExanper. Over what period of time have you been assuming 
responsibility outside of our limits? Historically, were the duties and 
responsibilities of the Coast Guard to take care of our own coast and 
any dangers that might arise adjacent thereto? Were they not the 
main duties? 

Admiral Ricumonp. Historically—but actually, as far as our pos- 
sessions, and I am speaking of Alaska and what we call the 14th Dis- 
trict, Honolulu, and San Juan, we have had vessels and personnel in 
those areas. Asa matter of fact, the Coast Guard, or its predecessor, 
the Revenue Cutter Service, was instrumental in opening Alaska. I 
mean, we were one of the first agencies to operate in that area, even 
before any of the other services. 

As far as the Philippines is concerned we have been in there since 
the war; and then, as far as the Courier, we undertook that duty in 
1953, I would say. 

Now the Coast Guard’s duties have not been limited to our coasts. 
For example, I could go back 50 years, as pointed out here, Congress 
authorized, and we had vessels authorized and one vessel, as a matter 
of fact, was authorized as an ocean derelict destroyer, and I believe, if 
I am not mistaken, had in it an inference that the vessel would be 
stationed in the Azores; so that you might say moving outside the 
confines of the coast is not anything entirely of recent origin. 

Mr. AtexaNper. Do you get more and more entangled in strictly 
State Department work and international affairs and duties that are 
given to you by our own State Department? Are you getting more 
entangled in recent years than formerly ? 
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Admiral Ricumonp. The conferences I spoke of I would say come 
about not too much because the State Department has given us addi- 
tional duties, but because in the taking over of the former Bureau of 
Marine Inspection and Navigation, whose duties were the control of 
merchant shipping, we are the logical agency to undertake that par- 
ticular duty. 


DUTIES OUTSIDE THE UNITED STATES 


Mr. Avexanper. Can you state briefly what your extracurricular 
activities would be, or what your duties would be outside the conti- 
nental limits of the United States? 

Admiral Ricumonp. At the present time our primary duties outside 
the United States—and by that I am including the Territories and 
possessions, sir—are primarily in the aids to navigation field, particu- 
larly in this loran program—such aids to navigation as are necessary 
in support of our Armed Forces overseas, particularly in the Pacific 
areas, and search and rescue in our Territories. 

In addition to that, we maintain a very small group of officers and 
men in seven, I guess it is now—in seven ports throughout the world. 
They are a carryover from a program set up during the war to service 
and support the merchant marine and for some time following the 
war we attempted—and did, you might say—arbitrate and investigate 
disciplinary matiers and casualty matters affecting our own merchant 
marine in some of the major port areas of the world. 

At the present time we have a senior Coast Guard officer for Europe, 
stationed in London. We have an officer in Bremen, an officer in 
Antwerp, one in Naples, one in Athens, and one in Yokohama. 

Mr. Atexanper. Are they legal officers? 

Admiral Ricumonp. No, sir; they are officers with experience, you 
might say, in merchant marine matters. They are, in other words, part 
of our maritime safety organization. 

Those offices consist usually of one officer, possibly a chief yeoman, 
and a clerk. 

Mr, Avexanver. Admiral, do you feel that they have been expand- 
ing your responsibilities too broadly ? 

Admiral Ricumonp. No, sir; I do not feel that way. I think the 
problem arises in this sort of thing, especially with these loran sta- 
tions. We have a certain base strength. We do not have any pool. 
Now, the difficulty comes, and Mr. Pillion and myself got into this a 
little bit yesterday, in this respect: We have, in “Operating expenses,” 
you might say, a fixed amount for the whole operating expenses of 
the Coast Guard. Now we justify all the increases in this request when 
we come up here. Supposing that figure is changed? Let me put it 
this way: Suppose we add three small stations. It may amount 
to something like 3 loran stations a year. It may amount to only 
50 men. Then you take all of these bits and you add up to the grand 
total. Now, then, if that figure at any place is cut or rounded, it is 
not cut on the basis that that particular service is cut out, so the 
net result is that you may have your overall figure cut down, still 
have the same job to do, so in effect you just have to stretch your 
personnel a little bit further. That is our problem. 

In other words, when the program is big enough we have no trouble, 
because if we have a big problem added we can come in and put it 
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before Congress or the Bureau of the Budget and say “Here is a big 
problem and it needs so many men to do it.” But it is these little pro- 
grams or these little increments that are added that have caused, 
you might say, a gradual depletion of our active forces, and that is 
one of the things in this appropriation we are trying to remedy here. 
We are trying to get back some personnel for, you might say, general 
duty, to sort of make up for the losses we have accrued through these 
things. 

Mr. AexAnper. In peacetime, outside of the authority or respon- 
sibility that Congress puts upon you, who, if anyone, instructs you 
or directs you to do or not to do certain things? 

Admiral Ricumonp. Most of the duties that I have spoken about 
are all within our basic statutory authority. Any that is not, will 
only be undertaken—duties not within our statutory authority will 
only be undertaken on a reimbursable basis and on an arrangement 
between our Secretary, and I should not only say the Secretary, but 
the other agency. 

Mr. Atexanper. I understand. Let’s go off the record. 

(Discussion off the record.) 

Mr. Avexanper. Back on the record. 

Actually, what disturbs me a little bit is that it would seem to be 
stretching our sphere and extending our ability to perhaps do the 
best job with the appropriation that we have and the men that we 
have, I am certainly not competent to say how far we should go, but 
I certainly question whether the Coast Guard should continue to take 
on worldwide responsibilities in that field. 


CONGRESSIONAL LIAISON EMPLOYEES 


Now, speaking of the different international conferences and the 
need for qualified personnel to represent the Coast Guard in your 
Department, do you have any liaison men as between the Coast Guard 
and the Congress? 

Admiral Ricumonp. We have one officer. He does not have an 
office on the Hill, but he has very close contact with Members of Con- 
gress, and his primary job is liaison with the Members of Congress. 

Unlike the other services who maintain a staff up here, we do not. 
His headquarters is right down in my office. 

Mr. Atexanner. I did not mean to imply by that question that you 
did not have good relations with Capitol Hill because I think cer- 
tainly you do have; but in back of my mind was the question of 
whether or not, if that were developed a little more, those men wouldn’t 
be better qualified perhaps to step into this gap that you speak about 
in regard to representation of your department in international con- 
ferences, because they certainly would have to have a broad perspec- 
tive, not only of what was going on on Capitol Hill, but also of your 
department. 

Admiral Ricumonp. Yes, sir. As I say, we have only the one man, 
and he is pretty busily engaged right now in serving this pu 
that is, liaison with Congress, and we simply feel that today that 
would be the most we could put on that type of business. 
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PERSONNEL STRENGTH 


Mr. Auexanver. Has the Coast Guard personnel remained fairly 
constant? Has it been growing or has it declined or has it remained 
the same? aah G ; 

Admiral Ricumonp. The answer to that is this: Of course, during 
the war we grew to our peak strength, obviously. The maximum 
strength was 172,000 men and officers. 

Mr. ALexanper. Suppose we limit it from 1947 to the present? 

Admiral Ricumonp. Following the war we fell way back to our 
lowest postwar strength, being approximately 18,000 officers and men. 
It came down from 172,000 almost within a year to about 18,000. 
There was a slight buildup from then through to about 1950. In 
1950 the port-security program came into being, or 1950 and 1951, 
I should say, followed by a military augmentation program, at which 
time we went up to a strength of, I would say, probably a total 
strength of about 37,000, with well over 30,000 military, and with 
the attendant civilians, which would bring it up to about 37,000. 

Following that, there have been cutbacks and we got down to about 
25,000 men and approximately 2,000 officers. 

By the way, when I said “37,000”I was including about 5,000 civil- 
ians, so it would be about 32,000 military personnel, roughly. 

At the present time we have about 2,810 total commissioned-officer 
strength; that is, in fiscal 1959, 977 warrant officers, and 26,326 men; 
so in round figures it would be 30,000 officers and men. 

Mr. Atexanper. Keeping in mind the budget and also the welfare 
of our country, do you feel that your department ought to be strength- 
ened appreciably or kept at about the same number of personnel ? 

Admiral Ricumonp. I think that for the duties now before the 
Coast Guard, we are not appreciably out of line. I do think, as I 
have mentioned, because of this cutting in on our basic strength, as 
the result of adding a station here and a station there, that we are 
working at some of our units, our personnel are working beyond what 
normally can be expected. I would certainly not be prepared to advo- 
cate a material increase at the present time. I think it is more a 
matter of leveling the personnel to properly and fairly discharge the 
jobs that we have, sir. 

Mr. Atexanper. That is all. 

Mr. Pituion. Admiral, I would like to commend you and your staff 
on the very fine presentation here, but there are a number of things 
ew me, and I would like to take them up now, if you don’t 
mind. 

ACCIDENT CASES 


One of the things that struck me as rather astounding was the settle- 
ment or the proposed settlement of the accident case in California, 
which was at two-hundred-and-some-odd-thousand dollars. 

Admiral Hirsurietp. Two hundred and ten thousand dollars. 

Mr. Prution. And the statement made by you, upon questioning by 
the chairman as to another pending liability with respect to the rescue 
case at Jacksonville, involves how much of a loss ? 

Admiral Ricumonp. I cannot answer that, Jacksonville—I will 
have to put it in the record. There were, as I recall it, three men lost 
and the vessel, and these claims are, of course, those of the families 
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seeking redress. I might say that I am not sure that their case is 
going to stand up, either. 1 didn’t mean to say that that was defi- 
nitely decided. The total of the three suits is $450,000. 

Mr. Prion. The reason I asked this is, that under the old legal 
theory the sovereign can do no wrong, and there is no liability upon 
a sovereign state or a sovereign country with respect to liability and 
there can be no damages of any kind imposed upon them. But $210,- 
000 for the injury of one person just seems to me to be so out of line 
with the ordinary settlements—although I can appreciate that Cali- 
fornia and that area around there you have large judgments for those 
types of cases. 

Vow I do not know whether this is an admitted liability here or not, 
or whether this is an assessment of damages case, but regardless, I 
would strongly urge that all cases be carried to a conclusion by a 
judgment, excepting the small cases where you may have a settlement 
in the area of, say, under $2,000 or under $5,000, because a settlement 
ordinarily is made by people who are fearful of an unusual or extraor- 
dinarily large judgment. 

For instance, if I think a case is worth $10,000 I may well settle 
for $15,000, only because my financial condition is such that I can- 
not afford to have a possible $50,000 liability against me, so that in 
one sense settlements are insurances, but the Federal Government does 
not need insurance, at least it has the wealth of the whole country be- 
hind it, so it does not need to settle cases on the basis of insurance 
against an extraordinarily large settlement that would put it into 
bankruptcy, so I would suggest, respectfully suggest, that some such 
policy be adopted, because $210,000 for an injury, no matter how bad 
it might be, assuming that it is the worst possible injury, to me, is 
just out of the ordinary course of doing business. 

Admiral Ricumonp. Mr. Pillion, I believe I would agree with you, 
except I would like to point this out, that we are not of ourselves free 
agents in this. In other words, as you undoubtedly recognize, a suit 
of this nature is defended not by the Coast Guard, but a the U.S. 
attorney. 

Mr. Prtti0on. The appropriation does come from here. 

Admiral Ricumonp. It does come from us. 

Mr. Pruxion. If you make such a policy and tell the Justice De- 
partment, I can understand the implications there. 


TRINTY HOUSE IN ENGLAND 


Now, Admiral, you said something about the Trinity House, in 
England, having jurisdiction over lighthouses ? 

Admiral Ricumonp. Yes. 

Mr. Pituion. Is that a governmental agency or a private house? 

Admiral Ricumonp. Trinity House is not Government. Trinity 
House is a peculisr organization. I believe it is generally considered 
the oldest first monopoly in the world. It was granted by Queen 
Elizabeth I. It is basically a civilian organization, although it is 
closely allied and controlled by the Government. In other words, 
they are not free agents to do what they want, in the sense they could 
not turn off the lights tomorrow, and that sort of thing. 

Mr. Pitxion. Who finances the operation and the construction and 
maintenance of lighthouses and other navieatinne] aida? 
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Admiral Ricumonp. They finance it. And, incidentally, here I'am 
speaking only of England, Scotland, and Northern Ireland, and even 
there there is a Board of Northern Lights, which is a branch, or which 
is affiliated with Trinity House. They do finance it. 

Mr. Prtui0on. By “they” you mean ‘Trinity House? 

Admiral Ricumonp. Yes, Trinity House. 

Mr. Pittton. Where do they get their money ? 

Admiral Ricumonp. They charge light dues and various taxes. 
Also, sir, they own a considerable amount of property that was given 
to them as grants. 

For example, they own and maintain in London a large hospital. 
In other words, it isa business. It is not the Government. 

Mr. Pit110on. What I was trying to get at is: Evidently the mari- 
time interests make some contribution, or a sizable contribution to 
Trinity House for the purpose of maintaining these navigational aids; 
am I correct ? 

Admiral Ricumonp. That is right. 

Mr. Prz10on. Now, Admiral, is it the principal function of the Coast 
Guard to furnish navigational aids to shipping in this country ? 

Admiral Ricumonp. It is. That is correct. 

Mr. Pruxi0on. That is the principal operation of the Coast Guard ? 

Admiral Ricumonp. I am sorry, sir, I answered your question too 
fast. 

No, sir; it isnot the principal operation. 

If I can just repeat a little bit: The Coast Guard is made up basic- 
ally of four organizations, Aids to Maritime Commerce, the Life 
Saving Service, the Lighthouse Service, whose principal job was 
maintaining the aids, and, finally, the Bureau of Marine Inspection 
and Navigation, whose job was regulating and controlling the mer- 
chant marine. 

Mr. Pitu10n. Now, what portion of your budget would you say was 
in aid of maritime commerce ? 

Admiral Ricumonp. That is very difficult to answer, for this reason, 
sir, if I may—— 

Mr. Pruuron. But it would run into a million dollars, probably ? 

Admiral Ricumonp. I would say, easily, plus, I might say, the ship 
side of it is, in the broad sense, in aid of maritime commerce, from the 
standpoint of assistance. If you limit your question to what we put 
into the Office of Maritime Safety, and to the other function, the aids- 
to-navigation function, then we could tie the costs down, but I would 
say even there it would probably run over a hundred million dollars. 

Mr. Pitut0n. This is off the record. 

(Discussion off the record.) 


INVESTIGATIONS MADE OVERSEAS 


Mr. Prru10on. Would you be good enough to include in the record 
a table of the number of investigations carried on by the pee 
stationed in the various cities, such as London, Bremen, and Antwerp ? 

Admiral Ricumonp. May I add to that list a résumé of the work 
of these people? They do other things besides that. They visit the 
ships and are of service to our merchant marine and I would like to 
make the list comprehensive, if I may. 
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(The following information was supplied later :) 


MERCHANT MARINE DETAILS 


The following statistics cover operation of the six merchant marine details 
located at Bremen, Yokohama, Antwerp, Naples, London, and Athens, for the 
period from Jan. 1, 1958, through Dec. 31, 1958: 























Total Coast Guard personnel ~-..----...-__-----_--- 15 
U.S. merchant vessels boarded_...-.---------------- 1, 435 
Examinations given and licenses issued____-_-___-_--- 108 
Merchant mariner’s documents issued_______ 25 95 
U.S. merchant marine personnel investigated_________- 517 
U.S. merchant vessel casualties investigated___._____- 152 





In addition to the above, the details assisted the U.S. State Department and 
other U.S. Government representatives in all matters concerning U.S. merchant 
vessels and personnel. 

Mr. Pion. I would like to thank your staff for your presentation. 

Mr. Avexanper. Mr. Chairman. In my examination I did not tell 
you, Admiral Richmond, that I have a very high regard for the Coast 
Guard and the way it is being run. I am an old Navy man myself. 
Thank you. 








x | 


Fin 


Nev 








545 


OPERATING EXPENSES 


















































Program and financing 
1958 actual | 1959 estimate | 1960 estimate 
by activities: 
irect program: 
1, Vessel operations... a ---| $49,158,502 | $50, 782, 724 $50, 963, 278 
2. Aviation operations._..........-- 19, 750, 479 19, 742, 518 23, 299, 786 
3. Shore stations and aids o ‘en , 552, 49, 000, 676 53, 732, 368 
4, Repair and supply facilities_-..... 5, 553, 24 5, 725, 448 5, 975, 548 
5. Training and recruiting facilities Ra aease 6, 793, 11) 7, 274, 632 7, 361, 953 
6. Administration and operational control. 21, 818, 432 23, 023, 373 23, 907, 789 
7. Other military personnel expense 19, 335, 19, 984, 121 19, 927, 294 
8. Supporting programs.........-...-..- 7, 387, 352 6, 909, 797 6, 478, 633 
Total direct program costs... -..-....-------------- 177, 349, 223 | 182, 443, 289 191, 646, 649 
Unfunded adjustments to total direct program costs: 
Property or services transferred in (—) without 
I SNR creek cre ticnsdnrapnnsdeyebedegeedednnuns —4, 478, 920 —985, 000 —2, 475, 000 
Total direct program costs, funded-.........-...-. 172, 870, 303 | 181, 458, 289 189, 171, 649 
9. Relation of costs to accrued expenditures: 
Costs financed yl accrued expenditures of 
other a. ERS d is secnnseaschactdntsnedasd —2, 271,722 | —2, 748, 289 |..-........... 
= ures coh for costs of other years, 
haa ena SIMD We Rdenesnends asada dentdal ev as oenveniunetedehaGeh Caeser 1, 178, 351 
Total direct accrued soe oy com Posacanwun 170, 598, 581 | 178, 710,000 190, 350, 000 
Unpaid undelivered orders brought forward.......--.- -14, 232, 035 | —14, 008,143 | —13, 086, 787 
a a of unpaid undelivered jn 2 brought 784, 522 
unpaid -pemrerey orders carried forward....-.------| 14,008,143 | 13,086,787 | __ 13, 636, 787 
Total direct program (obligations) .............-.-.- 171,159,211 | 177, 788, 644 190, 900, 000 
Reimbursable program: 
10. ag of ocean stations (Department of the 
DipeGnk dade taniusvabdmesannsochasuiason 16, 430, 000 16, 885, 000 16, 965, 000 
11. Misool laneous services to other accounts.........-- 8, 820, 927 13, 713, 770 14, 135, 000 
Total reimbursable program costs. .......-.-.. 25, 250, 927 30, 598, 770 31, 100, 000 
12. Relation of costs to accrued expenditures: Expend- 
itures accrued for costs of other years, net_......- 33, 282 |....- a 
Total reimbursable accrued expenditures._--.- 25, 284, 209 30, 598, 770 31, 100, 000 
Unpaid undelivered orders brought forward.............-- —614, 044 —626, 932 —626, 932 
Adjustment of unpaid undelivered orders brought forward. SE, an el 
Unpaid undelivered orders carried forward.............-.- 626, 932 626, 932 626, 932 
Total reimbursable (obligations) ..-.........-......-...- 25, 297, 587 30, 598, 770 31, 100, 000 
Pin —_ PORTA GRATION ood cacnnsn nse cenccccisccccen 196, 456,798 | 208, 387, 414 222, 000, 000 
ancin 
1959 appropriation he Ae —1, 111, 356 py cE ane 
Advances and reimbursements from— 
I a ee hain caom audience neonel —25, 227,886 | —30, 498,770 | —31,000, 000 


Non-Federal sources (40 U.S.C. 481(c))-- 
Unobligated balance no longer available_................- 


New obligational authority... .........................- 


New obligational authority: 
EE ak ican Rhye Oocseds nucwddeaeeeneninee 
Transferred (72 Stat. 241) from— 

ERI cn steckancniséant adsacaeaceasunaedae 
SE ia casdcguccanadvansddasascecwseedaeedwou 


ppercesition (adjusted) 
Proposed supplemental due to pay increases....---- 
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Object classification 












































































1958 actual | 1959 estimate | 1960 estimate 
Direct obligations: 
Military: 
I SION on nntidneeedassneessnehwonsacte 26. 079 26, 201 26, 970 
°c a umber of military personnel at end of year......-.-- 25, 993 26, 185 26, 908 
ivilian: 
‘Total number of permanent positions_-..........-.--- 3, 349 3, 341 3, 393 
Full-time equivalent of all other positions_. 64 70 70 
Average number of all employees. -.-..-..---- 3, 126 3,179 3, 208 
Number of employees at end of year. .....-.---------- 3, 428 3, 513 3, 542 
Average GS grade and salary_....-.-.--..-----.---------- 5.6 $4,621 | 5.7 $5,204] 5.7 $5, 266 
Average grade and salary established by head of agency: 
A eS a re ee eee $3, 487 $3, 714 $3, 715 
Average range (lighthouse keepers) - - . $3, 309-$3, 750 |$3, 309-$3, 750 | $3, 309-$3, 750 
Average salary of ungraded positions $4, 872 $4, 875 $4, 875 
01 Personal services: 
Permanent positions: 
ES: a $91, 747, 860 $97, 332, 677 $100, 427, 902 
RS a 14, 755, 070 15, 639, 996 15, 900, 615 
Positions other than permanent.. , 445 402, 565 402, 565 
Other personal services 243, 215 251, 210 289, 393 
Totel perineal Berviees,......0 << <2 <-2005--ccc002 107, 106, 590 | 113, 626, 448 117, 020, 475 
fe Po Ree aE ates SS AR eae noes 4, 676, 363 , 719, 566 4, 987, 287 
03 Transportation of things._....-.-..-- ee? 2, 630, 204 2, 754, 187 3, 155, 006 
04 Communication services--- es. 1, 125, 928 1, 079, 971 1, 247, 881 
05 Rents and utility services___- ia 1, 305, 337 1, 357, 203 1, 335, 203 
06 Printing and reproduction. -_.-..-..-- ai. 408, 861 427, 259 450, 079 
07 Other contractual services...........--.- ae 12, 260, 929 12, 317, 315 15, 451, 637 
Services performed by other agencies-_-- 3, 075, 204 3, 317, 314 3, 317, 314 
08 Supplies and materials...............---- 24, 036, 856 24, 172, 988 27, 047, 314 
ho a alld ES woe 9, 710, 146 11, 196, 483 13, 116, 074 
10 Lands and structures. -..------ aS eh a 224, 009 250, 50, 000 
11 Grants, subsidies, and contributions- -------- e 894, 123 1, 142, 810 1, 168, 010 
12 Pensions, annuities, and insurance claims. ----- ial 1, 213, 926 A 484, 019 
13 Refunds, awards, and indemnities_-.-.-.....--- a 73, 246 57, 57, 
15 Taxes and assessments.---......-.------------- ax. 1, 327, 663 1, 523, 825 1, 832, 974 
1959 program obligated in 1958......-...--.--------------- 1, 111, 356 8. 
ee Rescinttninn liaise tiiiemsihalningiae caniaiseianl 171, 180, 741 177, 809, 219 190, 920, 575 
Deduct quarters and subsistence charges--_-.-....-.-.-.--- 21, 20, 575 20, 575 
ND on ccd iccvccancoscesusbad 171, 159, 211 177, 788, 644 190, 900, 000 
Reimbursable obligations: 
Total number of positions: Military...........--....-..-- 3, 228 3, 393 3, 246 
Full-time equivalent of all other positions 5 7 7 
Average number of all employees. - ------ 3, 233 3, 400 3, 253 
Number of employees at end of year- -- 3, 373 3, 400 3, 253 
01 Personal services: 
ee on cena as penededawatownesraseudas $10, 546, 480 | $11, 956, 860 $11, 379, 018 
NESSES $27, 312 $35, 272 $35, 272 
Total personal services...- ---| $10,573,792 | $11, 992, 132 $11, 414, 290 
ioe, , bate eae i all aes, 551, 031 899, 930 441, 660 
OS, AV OIEORRON RRO on occwsececenaccesnnce 263, 244 393, 906 491, 938 
04 Communication services...............-..-----.------ 96, 941 122, 749 122, 139 
05 Rents and utility services............................- 6, 387 65, 000 65, 000 
06 Printing and reproduction............................ 9, 242 41, 041 41, 041 
07 \ Other contractual services. ...........-..-.----------- 2, 969, 164 4, 566, 839 8, 631, 531 
08 Supplies and materials................................ 7, 947, 863 0, 650, 9, 234, 190 
i, || Siteitwieys 2 iii eS 2, 542, 459 1, 552, 842 460, 286 
11 Grants, subsidies, and contributions_-_-_..........-.-- 2, 093 225 ; 
12 Pensions, annuities, and insurance claims...........-- 165, 444 159, 657 15, 300 
fee aati a SES Ak ea SS 169, 927 154, 440 182, 400 
Total reimbursable obligations............-....----- 25, 297, 587 30, 598, 770 31, 100, 000 
a ena awaancae 196, 456,798 | 208,387,414 | 222, 000, 000 





Mr. Gary. We will now take up the several items comprising Coast 
Guard appropriations. The first is that of “Operating expenses.” The 
justifications are on page 290, 
The appropriation for 1959 was $171,700,000. 
wie aan total, including “anticipated pay supplemental 1959,” $178,- 

5000. 
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The estimate for 1960 is $190,900,000. 

The increase over appropriations, 1959, is $19,200,000. 

The increase over total including “Anticipated pay supplement, 
1959,” is $12,000,000. 


SUMMARY JUSTIFICATION DATA 


We will insert in the record at this point pages 290 through 294 of 
the justifications. 
(The justifications referred to are as follows:) 


Analysis of appropriation base for fiscal year 1960 


Regilar appropriation, 1059 act. ....-.......<.2-csensccsccie $171, 700, 000 
Supplemental appropriation for. 1950... ...-....-..---ce-ccee cnceccnsccce 
Total appropriation, 1060. ...........2...-cccesecceccce 1 171, 700, 000 
Cost reductions: 
Activity No. 1. Vessel operations__.......----- $1, 142, 200 
Activity No. 2. Aviation operations__.....----- 1, 062, 801 
Activity No. 3. Shore stations and aids opera- 
MUR ac a eee ale ara Saale ene a 493, 627 
Activity No. 6. Administration and operational 
RONNNS obo oc a5 aS eo Ee Nea Ie a eee in 22, 000 
Activity No. 7. Other military personnel expense. 1, 434, 989 
Activity No. 8. Supporting programs. _-_-_--___-- 1, 275, 433 
Motel Peawttions: vi ccossl che woe aes kee 5, 431, 050 





Cost additions: 





Activity No. 1. Vessel operations.__....._----- 2, 225, 390 
Activity No. 2. Aviation operations......_----- 814, 454 
Activity No. 3. Shore stations and aids opera- 
ier Ue Cele k ee oes Jed oon 2, 356, 999 
Activity No. 4. Repair and supply facilities____- 540, 162 
Activity No. 5. Training and recruiting facilities _ 315, 494 
Activity No. 6. Administration and operational 
CORIO s. fhe. Soc ee ote stow cc cekeew sew 1, 502, 568 
Activity No. 7. Other military personnel expense. 1, 150, 626 
Activity No. 8. Supporting programs-_-_-_-_----- 120, 000 
Activity No. 9. Relation of cost to obligations.. 2, 248, 472 
GN GOGIIODS: 255 oan widttodan oexacausd 11, 274, 165 
CRAY TNCs oss i oo goad ooere own ese sameeren +5, 843, 115 
Anpropriation : base for 1000.-.. = 22 cece ce cecwcacccsaceccaca 177, 543, 115 
Increase over appropriation base for 1960_.......-------------- 13, 356, 885 
Appropriation estimate for 1960__.........------------- 190, 900, 000 
Increase or decrease from total appropriation, 1959___-_-- 19, 200, 000 


! Does not include anticipated supplemental for 1959 to cover authorized military and civilian pay increase. 
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Comparison of appropriation base with appropriation estimate for 1960 


























Appropriation base | Appropriation esti- Increase (+) or 
for 1960 mate for 1960 decrease (—) 
Activity 
Average| Amount | Average} Amount /|Average| Amount 

positions positions positions 
Ne ee nnee ERs $49, 887,524 |_....._-- $50, 963, 278 |_-...---. $1, 075, 754 
NY —ee ee ee CA CS) SS ee 4, 352, 060 
3. Shore stations and aids operations_-|--.__-_-- 48, 996, 642 |.---.--_- 53, 732, 368 |.--....-- 4, 735, 726 
4. Repair and supply facilities. -_...._|--.....-- 5, 975, 548 |-.-....-- DEE Avs cdghansl eacntnnvecs 
5. Training and recruiting facilities --_|_......_- AS: i ees A kf een 87, 321 

6. Administration and operational 1 
RET caret wil: Eee: Se 23, 107,373 |.....=... ES >> | 710, 416 
7. Other military personnel expense---!---..-_.- 18, 804, 132 |_....---- OO. 4 oO ee 1, 123, 162 
8, Supporting programs....._......-.-|--------- 5, 754, 364 |......-.- 6, 478, 633 |......-.- 724, 269 
Ieee en en 29, 226 | 178,837,932 | 30,178 | 191, 646, 649 952 | 12,808,717 
9. Relation of costs to obligations. -___|-._------ =], 204,617 |.....-..- —746, 649 |-----..-- 548, 168 
BR nsrn ce paar chon ennesarasuincnsacnes iA ey ee 190, 900, 000 |-.------- 13, 356, 885 
Adjustment in base (net) --.-.....-.-- MOE F SER MED fig ccccecglocancaencctce —154 |+5, 848, 115 

Total appropriation 1959 and 
appropriation estimate for 

_____ FREESE ae aie ats. 29,380 | 171,700,000 | 30,178 | 190,900, 000 798 | 19, 200, 000 























GENERAL STATEMENT 


The duties of the Coast Guard embrace, in general terms, maritime law 
enforcement; limited security of certain important ports and waterfront facil- 
ities; saving life and property; providing navigational aids for maritime com- 
merce; promoting the safety of the American merchant marine; and maintaining 
a state of military readiness to serve as a part of the Navy in time of war or 
national emergency. These diverse duties are reflected in the budget program 
which is presented under eight activities as follows: (1) “Vessel operations,” (2) 
“Aviation operations,” (3) “Shore stations and aids operations,” (4) “Repair and 
supply facilities,” (5) “Training and recruiting facilities,” (6) “General admin- 
istration and operational control,” (7) “Other military personnel expense,” and 
(8) “Supporting programs.” The 1960 budget reflects savings from previous 
year programs which were generated by completion of surface-search radar 
installations on certain cutters, the decommissioning of one buoy tender, one 
cable layer, and several small shore stations, an anticipated reduction in military 
separation expenses, a decrease in aircraft overhaul requirements, and the com- 
pletion of the 1959 pussenger-vehicle-procurement program. Partially offsetting 
these reduction are base additions resulting from the passage by the 85th 
Congress, 2d session, of Public Laws 85-426, 85-422, and 85-462, which respec- 
tively authorized increased postal rates, military pay, and civilian pay. Base 
additions are also taken for the establishment of four light attendant stations 
and four manned moorings, increased contractual cable work in lieu of the decom- 
missioned cable layer, one extra day of civilian pay, and the increase from 2%4 
percent to 3 percent in Government contribution to social security during 1960. 

With the establishment of the 1960 base, a program increase is requested for 
the operation of seven 95-foot patrol boats. These boats will replace 83-foot craft 
whose age has made them incapable of performing required missions at sea. 
Additional funds are requested to check the rapid growth of deferred main- 
tenance backlogs both ashore and afloat, meet the higher cost of overhauling 
aircraft engines, repair serviceable used aircraft spare parts, procure short- 
supply items of aviation equipment and spares, and provide improved deicing 
and lift characteristics of UF aircraft by wing modifications. 

In 1960 three additional loran transmitting stations and one monitor station 
will be operated with suitable air and ground support. Air support will be 
furnished by one air detachment; ground support by one section office and addi- 
tional engineering personnel at headquarters and the district offices concerned. 
Facilities for this program are being constructed in fiscal year 1959 under re- 
imbursement from the Department of Defense. 

In an effort to meet the growing demand for rescue and safety services to 
the pleasure-boating public, certain separate but related programs are being 
undertaken. Personnel at lifeboat stations will be augmented to reduce the 
ever-increasing per-capita workload. The Coast Guard Auxiliary will be ex- 
panded both in membership and in boating-safety activities by providing a 
relatively small increase in regular Coast Guard personnel assigned to its ad- 
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ministration and control. The communication facilities at certain sore fa- 
cilities in critical areas will be improved by linking them in search and rescue 
teletype circuits. 

Personnel will be provided for three programs essential to the Coast Guard’s 
mission and to its proper administration. To provide adequate services in the 
field of merchant marine safety, personnel are required for the review and ap- 
proval of plans and specifications for merchant-ship construction and repair, 
and for the inspection of vessels, off-shore oil rigs, and charter service boats 
coming Within the provisions of Public Law 519. In addition, military per- 
sonnel are required partially to provide the Coast Guard’s share of the inter- 
service armed services police. Finally, additional aviation personnel are re- 
quired to implement the first phase of the plan to achieve satisfactory aviation 
manning standards in accordance with the Report on the Requirements of Coast 
Guard Aviation, 1956. 

This budget further includes the costs of maintaining 1,076 additional un- 
manned aids to navigation to be established primarily to mark Corps of En- 
gineers improvements in navigable waters. It provides for a small-boat-re- 
placement program which more closely approximates the current rate of de- 
preciation of those craft, and for the replacement of 12 overage and badly worn 
passenger motor vehicles. 

To improve both the individual training of personnel and the readiness of 
units, two programs are included. One provides for the instruction of dis- 
trict search and rescue officers in the characteristics, capabilities, and limita- 
tions of jet aircraft. Additionally it provides for the institution of a promo- 
tion examination system for warrant officers similar to that which has existed for 
several years for commissioned officers. The second program provides the 
funds required to permit Coast Guard vessels to participate in Navy and Coast 
Guard prescribed exercises designed to insure a satisfactory level of military 
readiness. 

In the closing days of the 85th Congress, Public Law 911, Federal Boating 
Act of 1958, was passed providing for the numbering of small boats and en- 
forcement of their operation in accordance with the law. In final form, this 
legislation contains provisions different from those originally proposed. Orig- 
inally, the program assumed full Federal enforcement, but now the States will 
be encouraged to develop and enforce their own regulations. Since these 
changes will materially alter fund requirements and a complete reevaluation is 
necessary, the deadlines for budget submission have not permitted incorporating 
the necessary funds in this present submission. 


STATEMENT RELATIVE TO ANTICIPATED SUPPLEMENTAL REQUEST 


The budget for 1959 does not include supplemental requirements for $7,200,000 
to cover the military- and civilian-pay increases pursuant to Public Law 85-422 
approved May 20, 1958, and Public Law 85-462 approved June 20, 1958. The 
mnilitary-pay increase for 1959 amounts to $6,100,000 and the civilian pay increase 
$1,100,000 ; 1959 funds are presently apportioned on a deficiency basis in antici- 
pation of a supplemental appropriation. 


EXPLANATION OF LANGUAGE CHANGES 


ois! < ; fhe number of aircraft on hand at any one time shall not exceed 

Change in appropriation language is requested to increase the number of 
aircraft on hand in 1960 from 128 to 1382. The total number of 132 aircraft is 
exclusive of planes stored to meet future attrition. Of the additional four 
aircraft, two are for logistic support of the additional loran stations to be 
operated overseas in 1960, and two are for the logistic support of the loran con- 
struction program and will be funded by reimbursement from the Department 
of Defense. 

“* * * that annual direct accrued expenditures * * * shall not exceed 
$209,400,000.” 

Public Law 85-759 states that whenever the President determines that a 
satisfactory system of accrual accounting for an appropriation has been estab- 
lished, the proposed appropriation transmitted to Congress for such account 
shall be accompanied by a proposed limitation on annual accrued expenditures. 
The law defines accrued expenditures as the cost of goods, services, and other 
assets received, advance payments, progress payments, and any other liabilities 
becoming payable during the fiscal year concerned. In the case of “Operating 
expenses,” it has been determined that a satisfactory accrual accounting system 
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exists; hence, in accordance with law, an accrued expenditure limitation is 
proposed. 

The limitation herein proposed amounts to $209,400,000. This has been de- 
rived by applying to total direct program costs funded the net change during 
fiscal year 1960 in stores, advances, and uncompleted-work orders; then apply- 
ing to such derivation a 10-percent contingency factor to arrive at a limitation. 
The limitation thus obtained makes provision for unforeseen contingencies which 
may arise in the process of developing a satisfactory system of control which 
must be evaluated from the standpoint of maximum control with a minimum of 
additional cost. Furthermore, since this requirement calls for estimating the 
extent of accrued expenditures from accounts over which control in the sense 
of a positive obligation control and prevalidation is now lacking, it is necessary 
that allowance be made for estimating errors which could obstruct the execution 
of programs presented in the budget irrespective of the appropriation granted. 


Analysis of appropriation base—Operating expenses 























Appropriation allo- Net change in base, 
cation for 1959 Adjustments in base increase (+-) or 
decrease (—) 
Activity 
Average | Amount Reduc- | Additions | Average | Amount 
positions tions positions 
ee NG oo aie mctcrdecencpenic $48, 804, 334 |$1,142,200 | $2, 225,390 |_......__- Lees, 083, 190 
2. Aviation operations..............].........- 19, 196, 064 |1, 062, 801 eS ees — 248, 347 
3. Shore stations and aids opera- 
ON ae Re eS Cee 47,133,270 | 493, 627 ht} Saaoene +1, 863, 372 
4. Repair and supply facilities. __.__|_....._._- 2 <  y eeicet ). |} fies +540, 162 
5. Training and recruiting facilities__|......___- | Le eee +315, 494 
6. Administration and operational 
ES a See 21, 716, 805 22, 000 Be Bawceaccane +1, 480, 568 
7. Other military personnel expense. 19, 088, 495 {1,434,989 | 1,150,626 |_......__- — 284, 363 
8. Supporting programs__...._.____- 6, 909, 797 |1, 275, 433 190: O00 1... ocd —1, 155, 433 
0 SA enact: Cae meena 175, 243, 289 |5, 431, 050 lS | 4-3, 594, 643 
9. Relation of costs to obligations. ._|......---- <0, 668, 900 |. .......- ee OES Ae 1. .--~->.- +2, 248, 472 
1. || EARS ES See ee a eee 29, 380 |171, 700,000 |5, 431,050 | 11, 274, 165 —154 | +5, 843, 115 























INCREASES REQUESTED FOR 1960 


Mr. Gary. I believe we have covered it pretty well, but will you 
outline briefly the items which make up the $12 million increase over 
and above the pay supplement ? 

Admiral Ricumonp. Mr. Chairman, as you have indicated, they are 
set forth in detail in the justifications. I have referred to them in 
general in my opening statement. 

The largest item, of course, is the increase for the additional person- 
nel we have already referred to in our discussions here, mainly for 
the manning of the lifeboat stations, although some of the personnel 
will be used in other units as well and a considerable amount for 
additional maintenance, which we have also discussed. 

Those are the two major items. 

There is an item on page 312, for the operation of the three addi- 
tional loran stations that we discussed this morning and the logistics 
support. I indicated those stations because of their location and 
because we have no facilities from which we can draw Coast Guard 
support directly. It is necessary to support those stations by a 
detachment at Naples. So that makes the cost of that item necessary. 

Mr. Gary. You have a list of those increases? 

Admiral Ricumonp. Yes, sir; all of the increases are set forth, sir, 
on page 306, both by activity and by the individual items of the 
increases. 

I think possibly, with your permission, we can place this in the 
record and perhaps if I just run down these items it will clarify it: 
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: oo Gary. That totals $13,356,000. That is the increase over the 
ase 

Admiral Ricumonp. This is the increase over the base, sir, and it is 
essentially the $12 million we were talking about because there were 
some decreases. 

We have already mentioned item F. That is the lifeboat station 
personnel. 

Another sizable item is item E, which is the modification of the UF 
aircraft. That, of course, is the lengthening of the wings to improve 
the single-engine performance as well as make them a more efficient 
aircraft. 

The maintenance item, which is the largest item, is item B, $4,502,065. 

These are all increases over the base. The other items are not 
insignificant, but compared with the things I have mentioned, they 
are relatively small. We could go into them in detail if you wish, sir. 

ve Gary. I do not think that is necessary with the table in the 
record. 





PERSONNEL WORKING ON ACCRUED EXPENDITURE 


Have you included in this the estimated 16 additional employees 
for Operation Guinea Pig? 

Admiral Ricumonp. No, sir. 

Mr. Gary. If the accrued expenditure limitation remains in your 
budget then you will have to take men from other work that they are 
doing now ? 

Admiral Ricumonp. Or take money from other programs. 


OPERATION OF 95-FOOT PATROL BOATS 


Mr. Gary. How does the cost of operating 95-foot patrol boats com- 
pare with costs for 83-foot boats? 

Admiral Ricumonp. In the personnel field it is roughly three more 
men. The crew of a 95-footer is 1 officer and 14 men, and for an 
83-footer it is 1 officer and 11 men. 

Captain Carron. In most cases just 12 men. 

Admiral Ricumonp. Since in most operations you can estimate that 
70 percent of your cost of the operation is personnel cost, I would 
say that it would be three extra men at approximately $5,000, which 
would be $15,000 for personnel. 

I would say it would be $30,000 a boat for all costs, if they were both 
new. Of course, we get into such things as upkeep of your 83-footer 
that would be different. 

Mr. Gary. Has the program increase for the operation of 95-footers 
been netted against savings realized from replacement of the 
83-footers ? 

Admiral Ricumonp. This is an increase over the base, so I would 
say “Yes.” 

r. Gary. What disposition will be made of the 83-footers? 

Admiral Ricumonp. Most of them will be disposed of for anything 
we can get out of them, sir. 

Mr. Gary. You will discontinue the use of them ? 

Admiral Ricumonp. Yes. We will still have 45 83-footers, so ac- 
tually as a practical matter what we will do is to lay up those 83-footers 
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that are in the most advanced stages of deterioration, sir, keeping 
obviously the best ones going as long as we can. 


STORED VESSELS AND AIRCRAFT 


Mr. Gary. What happens to a decommissioned vessel? Doyou put 
it in mothballs like the Navy does? 

Admiral Ricumonp. Some we do, but we will not with these, sir, 
because they are so far gone that it will be uneconomical to ever re- 
activate them. We will follow the regular disposal procedures laid 
down by GSA. 

Mr. Gary. You do have some that are decommissioned ? 

Admiral Ricumonp. For the larger ships that have a potential 
future use we have put in mothballs; yes, sir. 

Mr. Gary. How are the cost of mothballing and security met? 

Admiral Ricumonp. Out of “Operating expenses.” 

Mr. Gary. Are such vessels ever returned to service ? 

Admiral Ricumonp. They have been, yes, sir. 

Mr. Gary. How many aircraft are stored to meet future attrition ? 

Admiral Ricumonp. At the present time, not counting the aircraft 
that are undergoing this UF modification, we have nine UF’s stored 
to meet future requirements, plus one PB-IG used periodically for 
aerial surveys. 

Mr. Gary. In what condition are they ? 

Admiral Ricumonp. They are in the condition they were when we 
took them over from the Air Force last year, sir, and stored at Travis 
City, Mich. 

Mr. Gary. What service and maintenance do they require? 

Admiral Ricumonp. Practically none, sir, because before they will 
be utilized—and there is money included in this appropriation—they 
will be sent through this modification. 

Mr. Gary. They were procured from the Air Force, you say ? 

Admiral Ricnmonp. They were transferred to us from the Air 
Force, sir. 

INVENTORY LEVELS 


Mr. Gary. How do you determine proper inventory levels for ship- 
board components ? 

Admiral Ricumonp. I do not know whether I understand thie ques- 
tion as asked, sir. 

Actually, a ship has a standard allowance list, and it is required or 
expected to maintain that allowance list of parts and materials out 
of an allotment that is made to the ship. 

Captain Trimble points out certain large items of repair, like shaft- 
ing and things like that for a class of ship, are maintained through a 
headquarters inventory control. 

Mr. Gary. On page 295 of the justification you state: 

It is estimated that purchase of these items will exceed issues by $260,000, 
which will act to partially restore the inventory drawn down in 1959. 

Why is it necessary now to restore that inventory ? 

Captain Trimete. Sir, under our accrual accounting procedures, 
when we issue from stock that the admiral just talked about, such as 
propeller shafting or generators, it is charged to cost that year. We 
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may not be able to replace it that same year because of the long-lead- 
time procurement that is necessary to get delivery of such items. 
These are slow-moving items and most of them would be a nonre- 
curring-type transaction. 

Of course, we would not necessarily have money in the same year 
that we issue the item to replace it that year. The cost thus will vary 
from year to year, depending upon the issues, the cost as distinguished 
from the obligation. The obligations tie in with the actual appro- 
priations that we get each year, so we are trying to maintain a level 
obligational authority to replace the items, whereas the cost will vary 
each year with the issues of these slow-moving-type items. 

As long as we still have a class of vessels we have to keep up the 
spares for them. Until we have a firm date for decommissioning a 
class of vessels, we cannot let this type of stock go down. 

Mr. Gary. What loss is sustained in the disposal of surplus- and 
obsolete-vessel materials ? 

Captain Trimsie. By losses you mean the difference between the 
purchase price? We feel fortunate if we can get 10 percent out of 
them. If a class of vessels goes out, usually the material is relatively 
obsolete. 

Mr. Gary. It is practically junked? — 

Captain Trt. Scrap value, principally. 





PROFICIENCY AND RESPONSIBILITY PAY 


Mr. Gary. How rigid are the standards you apply in determining 
eligibility for proficiency pay and responsibility pay ? 

Conteih Tree. Responsibility pay, we do not have any money 
in here for responsibility pay. It is all proficiency pay. 

Captain Capron. At the time the budget was prepared the subject 
of responsibility pay for officers in the Coast Guard was under study. 
Since that time it has been determined as a policy matter that the 
Coast Guard will not at this time adopt the principle of responsibility 
pay for officers. Therefore, this particular item at this time is not 
needed. 

Mr. Gary. The item is $120,000. 

Captain Capron. Yes, $120,000. 

Mr. Gary. What are your standards in determining eligibility for 
proficiency pay ? 

Admiral Ricumonp. Essentially, as I say, we will be bound by the 
same standards as established by the Navy, adapted, of course, to 
Coast Guard requirements. 

This whole thing, this proficiency and responsibility pay as you 
know is a brand new concept that came out of the last pay law. Very 
frankly, I think there is a great deal of confusion in the thinking 
among the services themselves as to just how far it should go and how 
it should be applied. 

(Discussion off the record.) 


CABLE LAYING WORK 


Mr. Gary. What cable-laying work is done by the Coast Guard? 
Admiral Ricumonp. We maintain and have over the years main- 
tained a number of cables up and down the coast interlocking our 
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communications centers and primarily our lifeboat stations, As you 
know, many of these lifeboat stations have to be tied together. 

Over the years that has decreased a great deal, because now we have 
point-to-point radio communications, in many cases even better than 
the cable. 

But for a number of years we have had to maintain a large number 
of cables across the sounds and bays. 

Mr. Gary. How does the cost of laying cable with the vessel 
Yamacraw compare with the cost of laying them with the converted 
LCM’s? 

Admiral Ricumonp. It is going to be much cheaper. 

As a matter of fact, as I say, two things have happened: we do not 
have as much cable work to do now and such as we do, we do by the 
use of the LCM’s and we hope by either that or by commercial con- 
tract we can do it much cheaper. As a matter of fact, the Yamacraw 
right now is on loan to the Navy, not for cable work, but for some 
exploratory work. 

Mr, Gary. And the commercial contracts ? 

Admiral Ricumonp. To answer your question specifically these are 
only estimates, but the cost of operating the Yamacraw is about 
$317,000, and the contractural cable work will run $250,000. We will 
save $70,000, and as time goes on we will save more. 

Mr. Gary. Do any other agencies do cable laying work ? 

Captain Capron, The Army does. 

Admiral Ricumonp. Signal Corp does. 


ADEQUACY OF 1960 BUDGET 


Mr. Gary. Are your “state of readiness” and your ability to meet 
your responsibilities impaired by the changes in inventory levels and 
rates of application of resources involved in this budget for 1960? 

Captain Trrpte. They are not impaired. On our “state of readi- 
ness” I think we are talking about the ammunition and what is needed 
to keep our armament training at the same proficiency standards as 
the Navy vessels, that is, as far as the state of readiness is concerned. 

The application of our assets is another matter. 

Mr. Gary. What we are asking you is, Has the effort to satisfy 
budgetary restrictions imposed serious handicaps upon your ability to 
operate ? 

Admiral Ricumonp. That is a difficult one to answer, sir, because 
certainly any limitation could be. We have all referred to it in such 
things as maintenance and to some extent that applies to operating 
supplies, although obviously you must have supplies, certain man- 
datory ang: 

As we have indicated, as Captain Trimble indicated, in the area 


of ammunition and so forth we have been somewhat restricted and 
there is an increase in here in our base for additional ammunition to 
maintain a certain standard of training. 

_ Mr. Gary. Mr. Canfield, do you have any questions on the “Operat- 
ing expenses” budget ? 
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OCEAN-STATION VESSELS 


Mr. Canrietp. Admiral, the justifications indicate that 18 addi- 
tional cutters financed from Department of Defense appropriations 
are programed for ocean-station operation in 1960 and will also con- 
tinue to assist the Coast Guard in the discharge of its basic search and 
rescue functions. Are those ships presently in the Coast Guard? 

Admiral Ricumonp. Does it say, “additional?” If it did, the word 
“additional” is not meant in the way you read it. We are not adding 
18 ships. Those ships are presently operating. Those are additional 
to the vessels encompassed by the money set forth in this budget. 

Those are the same ocean-station vessels that we have been operat- 
ing all along. 

As you know, originally they were carried in our basic budget, 
but 4 years ago, or 5 years ago, a change of policy was adopted and 
now those vessels which are fundamentally Coast Guard vessels are 
— on a reimbursable basis from the Department of Defense, 

avy. 

My. CanFiELD. Wholly ? 

Admiral Ricumonp. Wholly. 

Mr. Canrretp. How many ocean stations are there? 

Admiral Ricumonp. Six; four in the Atlantic and two in the 
Pacific, sir. 

Mr. Canrretp. What is the attitude of commercial aviation toward 
these stations? 

Admiral Ricumonp. The answer is they like them, I am quite sure. 
I think you will find that they endorse them. 

(Discussion off the record. ) 

Mr. Canrrexp. I like them, too, because when I fly overseas I would 
like to know that the rescue stations, the Coast Guard ships, are where 
they are. 





JET AIRCRAFT 


Admiral, as I understand it, the U.S. Coast Guard has no jetplanes 
and none are projected in the 1960 budget. 

Admiral Ricumonp. That is correct, sir, or very frankly, in our 
aviation plan. I honestly do not believe that we should consider them 
at this time. As you know, that was one of the considerations of the 
study group looking toward this report of the Secretary and myself, 
and it was considered, but nobody knew how soon the jet age would 
be here. It has come on quite frankly faster than anybody anticipated, 
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but I still think that our C-130 turboprop are a good compromise 

all-around answer to the immediate problem. I think it will be a 

serviceable plane to meet all of the Coast Guard needs for a good many 
ears. 

4 Mr. CanFietp. Insofar as SAR requirements ? 

Admiral Ricumonp. Insofar as intercepting and the work that we 
use those planes in, yes, sir; long range. 

Mr. Prut1on. Admiral, the C—130’s are the turboprops? 

Admiral Ricumonp. Yes, sir. 

Mr. Prttron. Who are they made by ? 

Admiral Ricumonp. Lockheed, sir. 

Mr. Piuuto0n. Is that the same type of ship that had this unfortunate 
accident ? 

Admiral Ricumonp. It is not exactly, sir. 

As I indicated this morning, the Electra, according to my under- 
standing, is Lockheed’s turboprop passenger plane, but is consider- 
ably different from the Hercules, which is the military cargo plane 
built by the same company. The powerplant and general features are 
about the same. 

Mr. Prtui0n. Like the Viscount ? 

Admiral Ricumonp. This plane is considerably larger than the Vis- 
count, sir. 

Mr. Prtxion. And this is for what is called land service? 

Admiral Ricumonp. No, sir. It is a long-ran lane. I used the 
word “land.” It is a long-range land plane. ft does not have the 
capacity to land on water. 

We do have some long-range seaplanes. 

Mr. Pitxton. No further questions. 


36439—59——_36 
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Object classification . 
U 
1958 actual | 1959 estimate | 1960 estimate 1 
Direct obligations: 
Average number of temporary employees. .-_....-.-.-.---- 29 53 4 
Number of employees at end of year. .-........----------- 37 53 64 A 
01 Personal services: Positions other than permanent-.--- $190, 186 $388, 865 $490, 000 I 
I a a dcesic taibih witberinties 30, 499 101, 975 177, 300 
ee EE ee eee 13, 900 18, 000 15, 000 
04 Communication services....................-..-.-...- eS ae ee 
06 Printing and reproduction.--...........-.-....----.-- Lee dpnctphenesndctannddeamecaos 
07 Other contractual services. .................---....... 2, 878, 598 y 158, 100 
(RS a 1, 088, 915 1, 116, 005 1, 930, 000 
el eae ninc minciciommnmmacannnmisiniene 16, 571, 403 12, 590, 265 15, 566, 426 
atin dntinendeienenaned 2, , 064, 1 6, 124, 950 
11 Grants, subsidies, and contributions--.-.....----.-.-.- 10, 744 27, 035 37, 609 P 
15 Taxes and ES ERENT S eee Senne meee 1, 242 520 615 
1959 program obligated in 1958. ..........--.--------.----- 4, 922, 676 oe 
PSE CR ERIN 65 oo cic nctccdn ends siwensenncons 28, 570, 879 13, 864, 183 24, 500, 000 
Reimbursable obligations: 
Total number of positions: Military----.-....-.-.-------- 25 29 176 
Full time equivalent of all other positions.............-.-- 36 95 95 
Average number of all employees. ------------------------ 30 124 271 = 
Number of employees at end of year....-...-.------------ 40 124 271 1. 
—= => === SS 2. 
01 Personal services: 3. 
YS ES eee $89, 434 $198, 180 $843, 380 4. 
Positions other than permanent-......--.-.-----.- 87, 450 612, 743 622, 310 5 
Total personal services ......................--.- 176, 884 810, 923 1, 465, 690 
i eh neciale a nemianeaal 40, 380 304, 500 456, 750 ay 
03 Transportation of things 15, 181 255, 000 380, 100 
04 Communication services 55 
05 Rents and utility service A 
07 Other contractual services. 
08 Supplies and materials-. 
09 Equipment_-_-__._....- 7, 2 
10 Lands and structures- 602, 423 15, 785, 196 13, 272, 
11 Grants, subsidies, and contributions--_-.....-.--- Z 4, 636 52, 652 78, 98: 
a SE NI So innemncnicnsanceamacn onl 730 1, 525 5, 000 * 
Total reimbursable obligations................---.-- 8, 590, 493 23, 730, 883 23, 200, 000 
SE NN ns oa ce nae mnnecauauueel 37, 161, 372 37, 595, 066 47, 700; 000 
ny 
Mr. Gary. We will next consider the request for “Acquisition, con- 
struction, and improvements.” The estimate for 1960 is $24,500,000, 7 
an increase of $6,350,000 over the appropriation of $18,150, 000’ for n 
1959. t 
SUMMARY JUSTIFICATION DATA 
We will insert in the record pages 348 through 351 of the justifica- ~ 
tions. 
(The justifications referred to follow :) - 
Analysis of appropriation base for fiscal year 1960 : 
—_—e 7 
memmar enprooriation, 1000 OCt.. . cn ein eccinccnene $18, 000, 000 
Supplemental appropriation for 1959__..._._--_----___------_----- 150, 000 
ne ee ee 18, 150, 000 = 
Cost reductions: 
Be OS en $4, 839, 907 
Activity No. 2. Aviation facilities.__._.._.._.-_- 13, 651, 936 
Activity No. 3. Shore stations and naviga- 7 
tion aids 2, 653, 104 
Activity No. 4. Repair and supply facilities____ 3, 180, 567 f 
Activity No. 5. Training and recruiting facili- t 
ties 330, 000 a 
Total cost reductions 24, 655, 514 
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Relation of costs to obligations ~ —$10, 791, 331 
Unobligated balance brought forward from 1958___ —636, 859 
Unobligated balance carried forward to 1960. 
1959 funds available in 1958. 4, 922, 676 
Adgsustment:in base (net)... .......5.22...5.---6-2555~5- $18, 150, 000 
Appropriation base for 1960 faite: = Satnedibema ata 
Increase over appropriation base for 1960. 24, 500, 000 
Appropriation estimate for 1960. 24, 500, 000 
Increase or decrease from total appropriation, 1959___--____ 6, 350, 000 
Comparison of appropriation base with appropriation estimate for 1960 
Appropriation base a esti- Increase (+) or 
for 1960 te for 1960 decrease (—) 
Activity 
Average| Amount |Average} Amount |Average} Amount 
positions positions positions 
5 WE acdc aeenedccsadeeescevencduns soseneloeaauieesnne 28.2 | $8,900, 000 28.2 $8, 900, 000 
DDI UNO ME ONN so oo on os nn ocecsas}apncnsanccas 13.5 4, 251, 800 13.5 4, 251, 800 
3. Shore stations and navigation aids_|-......-.|--.-.------- 12.2 3, 864, 200 12.2 3, 864, 200 
4. Repair and supply facilities. ......|....-----]------------ 5.2 1, 653, 300 5.2 1, 653, 300 
5. Training’and recruiting facilities. -|--...-...|------------ 4.9 1, 550, 000 4.9 1, 550, 000 
SRT Cay ee ey, (Ee ae 64.0 | 20,219, 300 64.0 20, 219, 300 
Relation of costs to obligations_--_-._|.-..----- sab iio ke etaesem ann +4, 280, 700 |--.----.-- +4, 280, 700 
Ee ean ES AOL nS | (MAS ae i | ARSON PY RT 24, 500, 000 |.-.--_--- 24, 500, 000 
Adjustment in base (net). ..--.------ cng nase at Ae iswencavan|avakcncanesesteaasaacen —18, 150, 000 
Total appropriation 1959 and 
- ahimeaten estimate for 
POW cosh cpcoeeee eee see e el naasaceey 18, 150, 000 |_.--.---- 24, 500, 000 |.-...---- 6, 350, 000 























GENERAL STATEMENT 


The funds requested under this appropriation title represent capital invest- 
ment for the acquisition or construction of new or replacement Coast Guard 
operating facilities and the rebuilding or improvement of existing facilities. 
The programs planned for 1960 are for a few of the most urgent projects which 
comply with one or more of the following criteria: (a) Protect present invest- 
ment, (0b) remedy a dangerous condition which presently exists, (c) essential 
to operational requirements. 


Summary of obligational authority by activities 





1958 1959 1960 
appropriation} estimate estimate 














Bi CUI ohana bh Nasicigat aeae ap oa awn aaa wee , 000 $4, 000, 000 $6, 900, 000 
II. Aviation facilities. ...........-.-..-- 8, 895, 000 9, 000, 000 10, 950, 000 
ILI. Shore stations and navigational aids. bela 1, 395, 000 1, 781, 900 4, 296, 000 
IV. Repair and supply facilities __-----..-- ae 1, 605, 000 1, 368, 100 2, 354, 000 
V., PEGE GENO TOCTUMEE TACUINIDN. ono oo so cdi seen sloseeccuesacein ene 
Adjusted appropriation or estimate._...........-.--.-.- 15, 895, 000 18, 150, 000 24, 500, 000 














EXPLANATION OF LANGUAGE CHANGES 


“* * * that annual direct accrued expenditures * * * shall not exceed $20 
million: * * *” 

Public Law 85-759 states that whenever the President determines that a satis- 
factory system of accrual accounting for an appropriation has been established, 
the proposed appropriation transmitted to Congress for such account shall be 
accompanied by a proposed limitation on annual accrued expenditures. The law 
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defines accrued expenditures as the cost of goods, services, and other assets 
received, advanced payments, progress payments, and any other liabilities becom- 
ing payable during the fiscal year concerned. In the case of “acquisition, con- 
struction, and improvements” it has been determined that a satisfactory accrual 
accounting system exists and in accordance with law, an accrued expenditure 
limitation is proposed. 

The limitation herein proposed amounts to $20 million. This has been derived 
by applying to total direct program costs funded the net change during fiscal 
1960 in “Advances, and uncompleted work orders,” then applying to such 
derivation a 10-percent contingency factor to arrive at a limitation. The limita- 
tion thus obtained makes provision for unforeseen contingencies which may arise 
in the process of developing a satisfactory system of control which has to be 
evaluated from the standpoint of maximum control with a minimum of addi- 
tional cost. Furthermore, since this requirement calls for estimating the extent 
of accrued expenditures from accounts over which control is now lacking in the 
sense of a positive obligation control and prevalidation, it is necessary that al- 
lowance be made for estimating errors which could obstruct the execution of 
programs presented in the budget irrespective of the appropriation granted. 

The provision to allow transfer of limitation authority between Coast Guard 
appropriations carrying such a limitation is also in accordance with the law 
which states that the budget may include provisions authorizing the transfer 
between limitations on accrued expenditures, limiting by amount or per centum 
the size of any transfer so proposed. 


ANALYSIS OF APPROPRIATION BASE 
The appropriation acts for 1959 provide funds in the amount of $18,150,000. 
Costs incurred during 1959 are estimated to be $24,655,514 and are related to 
the amount appropriated as follows: 
Hstimated cost incurred during 1959__.._._..__-__._-____--_---__- $24, 655, 514 


Obligations for goods and services on order but not 
received at: 





Cpe PC a | a ee $24, 923, 231 
I IT RR ls ice 14, 131, 900 
I a —10, 791, 331 
Unobligated balance carrying over at: 
OS CS | a On 636, 859 
EE a ae ee 
ES a ee mere — 636, 554 
EUS SE gp OS aE ee ee See ee 4, 922, 676 
SSS Ce Lo SS Se eer eee ee ER ea 18, 150, 000 
OT TE de LOO Cc |: a a ee ee 18, 150, 000 


OD ON ek ee a SO On ee eects wennimeanes 


Inasmuch as the projects are nonrecurring in nature, the entire amount of 
the 1959 appropriation has been deducted leaving a zero appropriation base for 
0. 





PURCHASE OF STANDARD EQUIPMENT 


Mr. Gary. Admiral, it is encouraging to note on page 356 of the 
justifications that the Coast Guard is realizing material savings by 
procuring standard commercial tugboats and barges to replace its 
buoy boats. Can the practice be extended to other equipment and 
supplies? 

Admiral Ricumonp. We do it wherever practical. That is a difli- 
cult question to answer asa general thing. I would question it insofar 
as boats generally are concerned that we could, even in our small-boat 
practice. 

As you know, many of our shipboard boats have to be built at the 
Coast Guard yard because they are a special boat, and they are built 
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to a special standard, and it would be more expensive to have some- 
body else build them than it would be to build them ourselves. 

But certainly for special work like this on the rivers, where you 
have a special problem, it offers possibilities. But as a general thing, 
I would say, “No, sir.” 


COAST GUARD AIRCRAFT 


Mr. Gary. What are the range and altitude capabilities of the 
R-5-D? 

Admiral Ricumonp. The R-5-D is a nonpressurized plane. It is 
limited to, I would say, 18,000 or 19,000 feet—I would like to correct 
this in the record if I am wrong—with the use of oxygen on the part 
of the crew and passengers. 

The range, I would say, runs possibly without special tanks about 
2,500 miles. Of course, a lot depends on the load. I will accept 
3,000, sir. 

"Tam thinking of the R-5-D in which this committee has had a lot 
of time in and I know that plane—I am looking at some figures, but 
again it depends upon the loading. 

They have a figure of 2,640, but I would hesitate to say that, with- 
out special tanks, that they can do 2,640. 

Mr. Gary. Does the Air Force have any excess stocks of ground- 
handling equipment for heavy aircraft ? 

Admiral Ricumonp. I think probably your question was directed 
particularly to our statement that we need equipment for the C-130’s. 

Mr. Gary. Yes. 

Admiral Ricumonp. For the C-130’s, no, sir, because that is a new 
plane that the Air Force is getting sir, they would have no excess 
stocks. It isn’t so much for heavy airplanes. All of these things are 
more or less designed to fit the particular airplane. They are tailored 
to work on your engines at the right height on the wings and things 
like that. 

Mr. Chairman, there is another thing you might be interested in. 

We have considered that very definitely these planes will be the 
eventual planes that we must have available for use of traveling over- 
seas and in any of our inspection trips, so we have studied very seri- 
ously the method of improving one at least of the C-130’s for the carry- 
ing of passengers. 

As you know, they are basically cargo planes, they are noisy, and of 
course have no accommodations at all at the present time, other than 
just bucket seats. 

The solution that we have come up with, and Lockheed is working 
on it at the present time, is to place in the C-130 a demountable pod 
which in effect will not limit us to any one plane. This will take up 
about half the space of the plane. It can be removed from the plane 
and yet will provide suitable accommodations for the use of those 
planes for carrying of passengers on inspection trips overseas. 

_ Because of the cost of the planes, we have tried to reduce all of the 
items that would run the cost up, such as putting in a special galley. 
We have provided practically no sleeping accommodations as are in- 
cluded on the present R5D, feeling that the few times that you would 


have to sleep on the plane, it would be a matter of roughing it aft in 
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the berths that are provided in the cargo space. We think that is the 
logical answer to making these planes available for carrying pas- 
sengers, have one pod, which as I say does not tie us to one plane, be- 
cause it can be moved from one plane to the other. 

I thought the committee would be interested in that because that 
is the only way that we see, or the economical way, we see, to make these 
planes usable for passengers. 

Mr. Gary. This plane is pressurized ? 

Admiral Ricumonp. The plane is pressurized, although Lockheed 
when they got into it said that because of the altitude at which these 
planes fly that it would be not only desirable but almost mandatory in 
the interest of safety to back up the regular oxygen system with an 
auxiliary oxygen system. That, very frankly, is one of the large ele- 
ments of the cost going into this. We have to be on the safe side. 

We do have to put in an auxiliary oxygen system which also would 
be demountable, which goes with the pod. 

In other words, it would be most unfortunate to be at 30,000 feet and 
have your main supply goouton you. Iam sure you would endorse the 
idea of having the auxiliary oxygen system available. 

Mr. Gary. What is the range of these planes? 

Admiral Ricumonp. Well, of course, we have some data on them, 
but the plane can go out a thousand miles and drop down on two en- 
gines, conduct a search for about 7 hours and return. 

The performance summary given here is, cruising altitude 25,000 
feet, for search and rescue the range is 3,900 miles. 

They gave us many different plans. One of them was that we 
could take the plane off from San Francisco, go about 2,000 miles 
west, make an intercept, and bring the plane all the way back to the 
west coast, 

Mr. Gary. When do you plan to have this special equipment ? 

Admiral Ricumonp. I am afraid it will not tie available until just 
about a year from now, sir. The equipment will be available at the 
time the first plane comes out, but as I indicated, the first plane will 
not be available until October or November of this year. Of course 
there is going to be a certain amount of trying out, breaking in of 
crews, and all of that, so I would say it would probably be a year. 


HOUSING 


Mr. Canrietp. Admiral, one of your major programs is to meet the 
difficulties you are experiencing in what you call inadequate housing. 
I believe your justifications refer to 66 units that cannot be econom- 
ically repaired. 

ould you just say something briefly about that? at 
Admiral Ricumonp. Yes, sir. That is page 373. The justifica- 


tions are set out on page 373, and read as follows: 


INADEQUATE HovusiIne 


Under Public Law 85-241, public housing occupied as family quarters which 
is determined to be inadequate based on standards which have been approved 
by the Bureau of the Budget must be either repaired and improved to meet 
standards, demolished, or otherwise disposed of. There are approximately 66 
units of family housing in the Coast Guard where improvement cannot be 
economically justified. This project calls for replacement of some 45 to 50 of 
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these units where they are required for future operation of the Coast Guard, 
whereas the remaining units will either be demolished without replacement or 


converted to other use. 
RETIRED PAY 


Program and financing 








































1958 actual | 1959 estimate | 1960 estimate 
Program by activities: 
1, Enlisted men_-.--.-....- $10, 554,982 | $11, 622,344 $12, 199, 766 
2. Commissioned officers..._ - 10, 555, 232 11, 547, 878 12, 139, 258 
3. Chief warrant and warrant officers 3, 416, 662 3 812, 201 4, 091, 464 
4, Former Lighthouse and Lifesaving Service 1, 626, 575 1, 613, 271 1, 578, 611 
©) ee Eo , catinndebacaenksnanecwsneeumanaoen 48, 778 64, 306 80, 901 
ee eee ne —164, 261 —160, 000 —190, 000 
Total program (costs—obligations) ---............-.-- 26, 037, 968 28, 500, 000 29, 900, 000 
Financing: Unobligated balance no longer available........... ft ISS SE ore ee 
New obligational authority. ............-.-.-..------... 26, 038, 000 28, 500, 000 29, 900, 000 
New obligational authority: 
I i oo enc inbadsadnnnsessdeasiuaueenacaane 26, 400, 000 27, 800, 000 29, 900, 000 
Transferred (72 Stat. 241) to— 
alaries and expenses,”’ Internal Revenue Service.... De . ,  hae eee a 
“Operating expenses,’’ Coast Guard.............----- | INS, NERS Sa 
Appropriation (adjusted) -..............---------... 26, 038, 000 27, 800, 000 29, 900, 000 
Proposed supplemental due to pay increases. .......|....----..--.- 700, 000 }.....-----...- 
Object classification 
1958 actual | 1959 estimate | 1960 estimate 
12 Pensions, annuities, and insurance claims $26, 037,968 | $28, 500,000 $29, 900, 000 

















Mr. Gary. The next is “Retired pay.” 


COMPARISON OF 1959 AND 1960 BUDGETS 


At this 


quested for 1 1960 with the appropriation for 1959: 





Appropriations, 1959. 
Total (including anticipated pay supplemental, 


Estimate, 1960. 


1959) 





Increase over appropriation, 1959. 





Increase over total (including anticipated pay supplemental, 1959) _ 


point we will insert a brief table comparing the amount re- 
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SUMMARY JUSTIFICATION DATA 


We will insert in the record at this point pages 385 and 386 of the 
justifications. 
(The justifications referred to follow :) 


Analysis of appropriation base for fiscal year 1960 


Regular apprOnrigison, SUDOIO0L. . oo. on on on cme cansnecescne $27, 800, 000 
Supplemental appropriation for 1959 


OM BNRTONTEUON, AUs0 <2. anno keen ec won escescnewacs 1 27, 800, 000 
Cost reductions: 
Activity No. 1. Enlisted men-.-..........-......- $159, 528 
Activity No. 2. Commissioned officers___.-_------ 94, 345 
Activity No. 3. Chief warrant and warrant offi- 
Ne er scan alk anal 2 ules as ities 30, 337 
Activity No. 4. Former Lighthouse and Lifesaving 
DNA cn rari te a Si coe es 71, 359 
Activity No. 6. Survivors’ benefits........_------ 30, 000 
385, 569 
Cost additions: 
Activity No. 1. Enlisted men__.............---- 619, 357 
Activity No. 2. Commissioned officers____-------- 672, 365 
Activity No. 3. Chief warrant and warrant offi- 
Ee ee Rei So cia ie Ghai aie sel oe 242, 359 
Activity No. 4. Former Lighthouse and Lifesaving 
a oe ee 36, 699 
Activity No. 5. Reserve personnel_--_------------ 14, 165 
1, 584, 945 
Reset 4 SNEd AOR) occ cece @ cc ose seu cna taceewewwenn 1, 199, 376 
pVronrsniaon tnRe Or O00. 2 8. 5 2224 ook nk ose ke ble ees ee 28, 999, 376 
Increase over appropriation base for 1960__.......-------------- 900, 624 
Appropriation estimate for 1960_-.-........-......-.-.-- 29, 900, 000 
Increase or decrease from total appropriation, 1959_______- 2, 100, 000 


1 Does not include anticipated supplemental for 1959 to cover costs of authorized military pay rate increase. 


Comparison of appropriation base with appropriation estimate for 1960 




















Appropriation base | Appropriation esti- Increase (+-) or 
for 1960 mate for 1960 decrease (—) 
Activity 
Average| Amount /|Average| Amount |Average| amount 
number number number 
SR ne nw iieccemennnw 5,001 | $11, 786, 666 5,173 | $12, 199, 766 +162 $413, 100 
2. Commissioned officers_-.........-- 2, 361 11, 821, 483 2, 418 12, 139, 258 +57 317, 775 
3. Chief warrant and warrant officers.| 1, 159 3, 925, 864 1, 205 4, 091, 464 +46 165, 600 
4. Former Lighthouse and Lifesav- 
a ae 696 1, 578, 611 696 4 ES 
5. Reserve personnel................- 37 76, 752 39 80, 901 +2 4, 149 
ee eee eee —190, 000 |--.------ SOREN 1s cinonndtcseensercens 
cL Sea ees |e ers 28, 990, 376 |......... 29, 900, 000 |.-------- 900, 624 
co ee OS OS ee, ee een ae ae ee Eee 
A ee ee 9, 264 | 28, 999, 376 9,531 | 29, 900, 000 +267 900, 624 
Adjustment in base (net). ....-..-.-. BST | 1, FOR O10 lees caccnslocownss..nnse +127 | +1, 199, 376 
Total appropriation 1959 and 
appropriation estimate 1960-_. 9,137 | 27,800,000 9, 531 2, 100, 000 
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GENERAL STATEMENT 


The funds requested under this appropriation are for retired pay of the mili- 
tary personnel of the Coast Guard, Coast Guard’ Reserve, members of the former 
lighthouse and lifesaving service, and for annuities payable to beneficiaries of 
retired personnel under “Uniform Services Contingency Option Act of 1953,” 
(37 U.S.C. 371-381). 

The estimate of $29,900,000 for 1960 is based upon the current retired list, 
modified by expected additions and deaths. This program requires an increase 
of $2,100,000 over the funds provided for 1959, attributable to an increase of 394 
in the average number of personnel in retired pay status and to the rise in 
retired pay rates pursuant to the passage of Public Law 85-422, military pay bill. 


STATEMENT RELATIVE TO ANTICIPATED SUPPLEMENTAL REQUEST 


The budget for 1959 does not include supplemental requirements for $700,000 
to cover pay rate increases of retired military personnel pursuant to Public Law 
85-422, approved May 20, 1958; 1959 funds are presently apportioned on a 
deficiency basis in anticipation of a supplemental appropriation. 


EXPLANATION OF LANGUAGE CHANGES 


There are no substantive changes in language for 1960. 


Anaysis of appropriation base—Retired pay 


























Appropriation alloca- Net change in base, 
tion for 1959 Adjustments in base increase (+-) or 
decrease (—) 
Activity 
Average | Amount | Reduc- Addi- Average | Amount 
number tions tions number 
fo cet acncondosunekeusan 4,952 |$11, 326, 837 | $159, 528 $619, 357 +59 | +$459, 829 
2. COMMIIOROG. ....cccccacucscous 2,314 | 11, 243, 463 94, 345 672, 365 +47 +578, 020 
<0 NR HET 1,128 | 3, 713, 842 30, 337 242, 359 +31 +212, 022 
4. Former lighthouse and lifesaving 
service... 712 | 1,613, 271 71, 359 36, 699 —16 —34, 660 
5. Reserve personnel...............- 31  ) | eee 14, 165 +6 +14, 165 
6. Survivors’ benefits_ ee —160, 000 S008 bs cedicsuccinabedusweces —30, 000 
NRE a orn cccnndabavwaniixananeaun 27, 800,000 | 385,569 | 1,584,945 +127 | +1, 199, 376 
Relation of costs to obligations_.---- oS CRREBERS AAS, CRESS TER SS 
WR ce seccccnccnccnoeuseose 9, 137 | 27,800,000 | 385, 569 1, 584, 945 +127 | +1, 199, 376 























Mr. Gary. Admiral, these payments are fixed by law and there is 
nothing we can do with that item. 

Admiral Ricumonp. Very little, sir. As we indicated, it is an 
actuarial summary. It can go either way. We estimate it the best 
we can and we feel that this is the best estimate we can make at the 
time. 
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ResERvE TRAINING ProGRAM 








































































































Program and financing 
1958 actual | 1959 estimate | 1960 estimate 
Program by activities: 
1. Trainee expense._-_..-..-....-- $5, 478, 434 $7, 930, 670 $8, 530, 430 
2. Operation of training facilities__ 3, 043, 946 3, 462, 500 3, 460, 360 
.8. Construction of training faciliti: 1, 567, 375 567, 870 120, 590 
4. Administration _-.......- 1, 550, 938 3, 038, 870 2, 888, 620 
Total program costs 11, 640, 693 15, 000, 000 15, 000, 000 
5. Unfunded adjustment to program costs: Property or 
services transferred in (—) without charge, net___._.-. MEMES Fo ccdukusedewel sccadcesecess 
Total program costs, funded----.............----.- 11, 590, 180 15, 000, 000 15, 000, 000 
6. Relation of costs to obligations: Obligations incurred 
for costs of other yours, met. ........ 2.22220. .- ene ah aft EE EE, Pale ae 
Total program (obligations)...........-.....-....-- 12, 439, 667 15, 000, 000 15, 000, 000 
Financing: 
Unobligated balance no longer available --_.............-- | a aa ae 
New obligational authority. ............-.-------..----. 12, 440, 500 15, 000, 000 15, 000, 000 
New obligational authority: 
NN Go gie ecb ecb eue i awhaudencuiesabbnekwhunson 15, 000, 000 16, 600;000 |........-..... 
Transferred (72 Stat. 241) to— 
“Operating expenses,” Coast Guard__...........----- ED: bendoccacaneuudlassswaneceess< 
“Salaries and expenses,” Internal Revenue Service....|_ —1, 533,500 |....-.-..-.---|_...-...--.... 
Appropriation (edjusted).................-.........- 12, 440, 500 15, 000, 000 15, 000, 000 
Object classification 
1958 actual | 1959 estimate | 1960 estimate 
Military: 
TR A ee et aD) 611 984 899 
on — of military personnel at end of year............-- 687 920 899 
vilian: 
Total number of permanent positions. 81 93 93 
Average number of all employees. --......-........-.....-. 73 92 92 
Number of employees at end of year_._........--.-.--...- 71 93 93 
Average GS grade anil aalary. . ......0....cccceccncenecoccscsece 4.1 $3,760} 4.2 $4,191) 4.2 $4,244 
01 Personal services: 
Permanent positions: 
ED Seiten rddnesigianeadsedncdenmsercushnd $2, 711, 818 $4, 224, 418 $4, 054, 
ci earee 276, 106 383, 388, 715 
Other personal services z 1,171 i. 3, 336 
Drill and active duty pay of trainees...............--- 4, 382, 548 5, 545, 155 6, 352, 930 
Total personal services...._-- gal 7, 371, 827 10, 155, 218 10, 800, 000 
i... AS ee eae 374, 491 1, 036, 595 945, 000 
ES eae 13, 387 27, 25, 000 
04 Communication services EES NARS 16, 000 
05 Rents and utility services —_ ie 69, 000 
06 Printing and reproduction.......................-- keaseee 000 
07 Other contractual services--_._- a 000 
I oe neue nucnene 000 
09 Equipment a oi 000 
10 Lands and structures__--.......--.- 000 
11 Grants, subsidies, and contributions-__......... 
12 Pensions, annuities, and insurance claim 
13 Refunds, awards, and indemnities-.--.. 
15 Taxes and assessments 
EEE TSO TS TER CTE RO Co ST 12, 439, 667 15, 000, 000 15, 000, 000 














Mr. Gary. The next is the “Reserve training program,” and there 
the appropriation for 1959 is $15 million. 
The estimate for 1960 is $15 million. 
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SUMMARY JUSTIFICATION DATA 


We will insert in the record pages 390 through 392 of the justifi- 
cations. ~ 
(The justifications referred to follow :) 


Analysis of Appropriation base for fiscal year 1960 


Regular appropriation, 1959 act $15, 000, 000 
Supplemental appropriation for 1959 



































Total appropriation, 1959 15, 000, 000 
Cost deductions: 
Activity No. 1. Trainee expense $360, 390 
Activity No. 2. Operation of training facilities______ 143, 910 
Activity No. 3. Construction of training facilities_.. 567, 870 
Activity No. 4. Administration 178, 250 
Total reductions___..-------- -- 1, 250, 420 
Cost additions: Activity No. 4. Administration_______- 28, 000 
Relation of costs to obligations 
Adjustment in base___ —1, 222, 420 
Appropriation base for 1960. 18, 777, 580 
Increase over appropriation base for 1960. 1, 222, 420 
Appropriation estimate for 1960. 15, 000, 000 


Increase or decrease from total appropriation, 1959. 





Comparison of appropriation base with appropriation estimate for 1960 























Appropriation Appropriation Increase (+-) or 
base for 1960 estimate for 1960 decrease (—) 
Activity 
Average | Amount | Average | Amount | Average} Amount 
Positions positions positions 
ei k,n, aes ss ane $7, 570, 280 |....--.-.- $8, 530, 430 |....-.-._- $960, 150 
2. Operation of training facilities. 513.0 | 3, 318, 30 520.0 | 3, 460, 360 +7.0 141, 680 
3, Construction of training facilities.|.......-..|.....-..----]----.-.--- [iS | eee 120, 590 
4. Administration ----...-.......-.- 470.6 | 2,888, 620 S7O.G | DOO Gas his. < 5 cc cclacnocwesacss 
NS oa ein ven cccn es se be baumonndee 18, 777, 580 |-.--..-..- 15, 000, 000 |--.....-.- 1, 222, 420 
Relation ‘of Gn Or SINUS, ole snccencodlancs Uanaueutinwcochacadlsvsdennavcurteopepuhendivanacnsaanes 
EE ER Ane a et 983.6 | 13,777, 580 990.6 | 15,000, 000 +7.0 1, 222, 420 
Adjustment in base (net). ..-.....-- S00 14-1, TO a t .5-. 58 os cena —92.0 | —1, 222, 420 
Total appropriation 1959 and 
appropriation estimate 1960.| 1,075.6 | 15,000, 000 990.6 | 15, 000, 000 HERG fociccncccace 




















GENERAL STATEMENT 


The Coast Guard must train and maintain a Reserve component to augment 
the Regular service in order to carry out increased duties in time of war or 
national emergency. Mobilization plans for the performance of Coast Guard 
tasks expanded in scope by war or related emergency require 40,000 trained 
reservists for the establishment and augmentation of shore units, vessels, and 
aircraft. These tasks include the security of U.S. ports, search and rescue, 
ocean-station program, merchant marine safety, control of fishing vessels, en- 
forcement of Federal laws, etc. The Reserve training program is designed to 
provide essential people and perform these additional or expanded tasks. The 
Reserve Forces Act of 1955, which amended the Armed Forces Reserve Act of 
1952, provided the authority for a Reserve force to meet mobilization require- 
ments and established the types of training in support thereof. 

As a result of the passage of Public Laws 85-422, 462, and 840, military- and 
civilian-pay costs along with social security contributions will increase by $551,600 
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in 1959. These costs will be absorbed by canceling previously planned programs 
to construct and operate ten 30-foot pastrol boats for training purposes at selected 
Organized Reserve training units; enlarge the rifle range at Receiving Center, 
Cape May, to provide adequate facilities for Reserve trainees; and by reducing 
the number of recruiters from 86 to 77. 

The 1960 budget estimate provides for an increase from 12,795 to 16,440 in 
the number of reservists to receive training. This will provide 35,940 ready 
reservists at the end of fiscal year 1960 which compares favorably with the 
goal of 40,000 by July 1, 1961. Funds to support this expanded program are 
required for direct trn ining expenses ; operating existing training facilities ashore 
and afloat at New London and Groton, Conn., Alameda, Calif., and Cape May, 
N.J.; establishing 25 additional Organized Reserve training units, and adapting 
facilities for training of these units; renovating existing operating facilities to 
provide summer training for reservists; and costs of the administrative staffs 
controlling and servicing the expanding program. 


EXPLANATION OF LANGUAGE CHANGES 


“Purchase of not to exceed two passenger motor vehicles for replacement only.” 

Appropriation language is changed to authorize the purchase of two replace- 
ment passenger motor vehicles rather than six vehicles as authorized by fiscal 
year 1959 appropriation language. Although it is not planned to make such 
purchases, language is requested so that should an emergent requirement arise 
for replacement vehicles, appropriated funds may be reprogramed for that 
purpose. 

Analysis of appropriation base 




















Appropriation alloca- Net change in base, 
tion for 1959 Adjustments in base increase (+-) or 
decrease (—) 

Activity > 

Average | Amount Reduc- Addi- Average | Amount 

positions tions tions positions 

Ny ne ae ee $7, 930, 670 — $360, 390 
2. Operation of training facilities ___ 541.0 | 3, 462, 590 — 143, 910 
3. Construction of training facilities |._......._- 567, 870 — 567, 870 
4. Administration. -........-......- 534.6] 3,038, 870 — 150, 250 
NN iickicncimccencutldnwapnceus 15, 000, 000 —1, 222, 420 
IN RSS SDE BEELER, TRUSTS: EERE RORRES: EAS Bee aces 
ee ebetecdscmtsnnbswncal 1,075.6 | 15,000, 000 —1, 222, 420 























Mr. Gary. Do your recruiters seek enlistments for both Regular 
and Reserve Coast Guard personnel, Admiral ? 

Admiral Ricumonp. You mean the same people? 

Mr. Gary. Yes. 

Admiral Ricumonp. Actually, they are in the same office. In some 
instances they do, although there have been some people added to the 
office to build up the Reserve. 

Mr. Gary. What is the total number of personnel assigned for re- 
cruiting duty ? 

Admiral Ricumonp. The total recruiting? 

Mr. Gary. Put that in the record. 

(Information to be supplied is as follows :) 


There are now 245 military personnel so assigned. 


Mr. Atexanper. Will you yield? 

Mr. Gary. Yes, sir. 

Mr. Atexanper. I want to say, Admiral, that I have been down in 
Cape Hatteras and I notice that you have your request for a lifeboat 
station. There is certainly a great need of it there. It is on the coast 
of North Carolina. 
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I just wanted to say that I certainly agree that it ought to be done. 

Admiral Ricumonp. Thank you, sir. 

Mr. Gary. Admiral, we thank you for a very comprehensive and 
informative statement concerning the Coast Guard. The Coast Guard 
always makes a — presentation. We are always glad to have you 
and your staff before this committee. 

Admiral Ricumonp. Thank you very much, Mr. Chairman, for 
those words. It is a pleasure always to be here. 


Summary SratisticaL Data 


Mr. Gary. Mr. Johnson, will you insert a statement explaining the 
language changes at this point in the record ? 

Mr. Jounson. Mr. Chairman, I have here all of the statements you 
have previously requested to be inserted in the record, including the 
one relating to language. 

I will be pleased to insert them at this point in the record. 

Mr. Gary. Thank you, sir. 

(The information referred to follows : 


Comparison of net budget estimates of revenue with actual revenue,! fiscal years 
1935-58 


[All estimates are based on the revenue laws existing at the time of making the estimates; in many years 
there were drastic changes in the law after the estimates were made and these, of course, were reflected 
in the actual receipts] 














Percentage increase (+) or 
Estimate issued in decrease (—) actual reve- 
Actual reve- January of— nue over estimate issued 
Fiscal year nue (net in January of— 
budget 
receipts) 
That year Preceding That year Preceding 
year year 
Million Million Million Percent Percent 
$3, 730.0 $3, 585.0 $3, 923.0 4.04 —4, 92 
4, 069. 0 4, 348.0 3, 874. 2 —6. 42 5.03 
4, 978.9 5, 628.9 5, 568. 8 —11. 55 —10. 59 
5, 615. 3 5, 729.0 7, 253. 4 —1.99 —22. 58 
4, 996. 4 4, 848.3 5, 268. 2 3.05 —5. 16 
5, 186.8 4, 986. 1 4,917.5 4.03 5. 48 
7, 402.7 6, 817. 2 5, 351.5 8. 59 38. 33 
12, 573. 5 11, 694.0 8, 051. 2 7. 52 56.17 
21, 996. 6 23, 173. 8 16, 214.7 —5. 08 35. 66 
43, 635. 5 40, 528. 1 33, 518.8 7. 67 30. 18 
44, 491.8 43, 313.7 38, 729.0 2.72 14. 88 
39, 813.9 35, 695. 2 38, 352. 8 11. 54 3. 81 
40, 002. 4 37, 767.0 29, 743.7 5. 92 34.49 
41, 753.5 42, 661. 2 34, 872.3 —2.13 19. 73 
37, 695.5 38, 964. 3 41, 991.7 —3. 26 —10. 23 
36, 494.9 37, 193. 2 40, 249. 6 —1. 88 —9. 33 
47, 567.6 43, 946. 9 36, 651.6 8, 24 29. 78 
61, 390.9 61, 940. 2 54, 525. 4 —. 89 12. 59 
64, 596. 1 68, 046. 9 70, 293. 1 —5.07 —8. 10 
64, 655. 4 2 67, 628.7 68, 004. 7 —4. 40 —4, 93 
60, 389. 7 2 59, 000. 0 3 62, 641.8 2. 36 —3. 60 
68, 165.3 2 64, 500.0 2 60, 000.0 5. 68 13. 61 
71, 028. 6 270, 628.0 2 66, 300.0 57 7.13 
69, 116.7 72, 400. 0 273, 620.0 —4. 53 —6. 12 























! Net budget receipts, general and special accounts, on the basis of the daily Treasury statement or the 
monthly Government statement; figures are after deduction of transfers to Federal old-age and survivors 
insurance trust fund, Federal disability insurance trust fund, highway trust fund, and railroad retirement 
account, and refunds of receipts. 

? Includes the effect of proposed legislation. 


Note.—Estimates are not adjusted to take account of the changes in legislation which affect receipts 
subsequent to the time of making the estimates. 

Source: Estimates are as published in the respective President’s budget messages. Actual receipts are 
as shown in the daily Treasury statement of June 30 for the fiscal years 1935 through 1953 and in the monthly 
Government statement for 1954 and subsequent years. 
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Personal income, national income, and gross national product, 1929-58 
{In billions of dollars] 











Personal | National| Gross Personal | National} Gross 
income ! | income ?/} national income ! | income ? | national 
product 3 product’ 
Calendar years: Calendar years— 
1929 86 88 104 — 
77 76 91 a 310 330 397 
66 60 76 | RRRCe.. 331 349 419 
50 43 58 AEE 348 364 440 
47 40 56 ee (4) (4) (4) 
54 49 65 Ist quar- 
60 57 73 rs 347 351 426 
68 65 83 2d quar- 
74 74 91 OF Waiccsins 350 352 429 
69 68 85 3d quar- 
73 73 91 5 358 (4) 439 
79 82 101 4th quar- 
96 105 126 _ ,_ (4) (4) (4) 
123 138 159 || Fiscal years 
151 170 193 | eee 186 191 224 
166 183 211 8, 201 210 247 
171 181 214 212 224 262 
179 181 211 214 222 264 
192 198 234 244 265 310 
210 223 259 265 286 
208 218 258 283 302 
228 242 285 289 302 362 
257 279 297 313 37! 
273 292 347 321 341 410 
288 306 365 359 432 
290 302 363 350 358 435 
































1 Personal income: Sum of all income flowing to individuals (including unincorporated business), both 
from production and from payments such as Government pensions and social security benefits 

? National income: Net income of individuals and corporations from production after depreciation allow- 
ances but before income taxes. 

? Gross national product: Market value of all production of goods and services in the country. 

4 These figures will be available when the President’s Economic Report is released. 

§ Seasonally adjusted annual rate. 


Source: Department of Commerce, except as noted. 


Money in circulation 
A. MONEY OUTSIDE TREASURY AND FEDERAL RESERVE BANKS 











{In millions of dollars] 
Money Money 
outside outside 
Treasury | Held by In actual Treasury | Held by | In actual 
June 30— and commer- circula- June 30— and commer- circula- 
Federal | cial banks tion Federal | cial banks tion 
Reserve Reserve 
banks banks 
7, 848 1,149 6, 699 27, 156 1,971 25, 185 
9, 612 1, 408 8, 204 27, 809 2, 033 25, 776 
12, 383 1,447 10, 936 29, 026 2, 552 26, 474 
17, 421 1, 6007 15, 814 30, 125 2, 756 27, 369 
504 1, 623 20, 881 29, 922 2, 829 27, 093 
26, 746 1, 649 25, 097 30, 229 2, 854 27, 375 
28, 245 1,729 26, 516 30, 715 2, 431 ‘ 
28, 297 1, 998 26, 299 31, 082 3, 064 28, 018 
27, 903 2, 265 25, 638 31, 172 3, 382 27, 790 
27, 493 2, 227 25, 266 






































HO tae ae a as eg ay ay ey Sy Cy Cy ey Cs es Oy Gy Oy Os a Ce 





Ne a a NS area OT 


a aaa Se 








B. MONEY OUTSIDE TREASURY AND FEDERAL RESERVE BANKS, 


BY DENOMINATION 























Paper currency 
End of month 
$5 $10 $20 $50 $100 
June 1940........... 1,015 | 1,791] 1,599 485 | 1,013 
June 1941... 1,207 | 2,289] 2,047 607 | 1,244 
June 1942... 1,427 | 3,099} 3,024 824 | 1,602 
June 1943... 1,793 |. 4,565 | 4,778] 1,195] 2,259 
June 1944........... 2,010} 5,544] 6,326] 1,699] 3,458 
June 1945.......... 2,215 | 6,515 | 8,193 2,132 | 4,044 
June 1946........... 2,191 |] 6,604 | 9,087 , 364 | 4,387 
June 1947... 2,078 | 6,289 | 8,996} 2,466] 4,808 
June 1948... 1, 2,017 | 6,085 | 8,737] 2,465] 4,945 
June 1949.... a; 1,971 | 5,931 | 8,551 | 2,426) 4,974 
June 1950... 1, 1,966 | 5,891 | 8,363] 2,386] 4,940 
ee i, 2,011 | 6,113 | 8,663 | 2,405] 4,947 
Jane 1953... .cscoss 1,140 2,054 | 6,323] 9,187 | 2,531 |-.5, 166. 
FUNG 1958 ...occennnn ‘ 1,176 2,071 | 6,527] 9,635] 2,645 | 5,391 
June 1954........... , 1, 183 2,023 | 6,377] 9,550} 2,659] 5,457 
June 1966. ......... . 1, 226 2, 061 6, 471 9,625 | 2,658 | 5, 487 
June 1956........... 1, 262 2,090} 6,588 | 9,838] 2,676] 5,505 
June 1067.......... 1, 302 2,102 | 6,615 | 9,985 | 2,696} «5,575 
June 1958.......... 1, 368 2, O81 6,489 | 10,019 | 2,701 5, 668 
a 1,376 2,064 | 6,450 | 10,056 | 2,7054 5,671 
ee: 1, 398 2,082 | 6,502 | 10,117] 2,711 | 5,703 
September--.......- 1,417 2,072 | 6,433 | 10,025 | 2,704 | -5,726 
, _ 1, 426 2, 091 6,477 | 10,048 | 2,707 5, 759 
November-........ 1, 457 2,154 | 6,683 | 10,294 | 2,739] 5,808 























1 Including silver dollars. 


Source: Federal Reserve Bulletin: ‘Circulation Statement of U.S. Money.”’ 


36439—59——37 
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TREASURY DEPARTMENT 


Comparative statement of —- annual operating appropriations for 1959 and 
budget estimates for 1960 








Cause of increase 
1959 appro- Increase 
Description priation |1960 budget] or de- 
adjusted | estimates | crease (—) | Pay and 


postal rate Other 
increase 





annual 0} ing appropriations: 
Dette ofthe Po partm a Plortes and ex- 
wanna -a n= naan nee nnnene-n--=-- $3, 068, 000 | $3,300,000 | $232,000 | $243,100; $11,100 


Bureat of Accounts: 


Salaries and expenses_._-_.._...._. 3,110,000 | 3,464,000 354, 000 292, 259 61, 741 
Salaries and Semi Division of 
DRparneeee,...........-.---- 117, 281,000 | 22,280,000 | 4,999,000 | 3,259,022 1, 739, 978 


Bureau of the Public Debt: Adminis- 
t 46, 000, 000 | 47,500,000 | 1,500,000 | 2,019,037 —519, 037 


117, 969, 000 | 18, 650, 000 681, 000 429, 000 252, 000 















































48, 000,000 | 53,865,000 | 5,865,000 | 4,615,870 | 1, 249, 130 2 

is) 

325, 500, 000 |365, 500,000 | 40,000,000 | 32,368,506 | 7, 631, 494 = 

i“ 

3, 780,000 | 4,080, 000 300, 000 300, 000 |-........... < 

3,461,000 | 4,100,000 639, 000 316, 766 322, 234 g 

865,000 | 1,055,000] 190,000] 118,333 71, 667 5 

- 

293,000 | 338,000 45, 000 31, 000 14, 000 8 

4,300,000 | 4,300,000 |......--.-.. 15, 000 —15, 000 & 

& 

Subtotal 473, 627,000 |528, 432,000 | 54,805,000 | 44,007,893 | 10,797,107 i) 

————— ww 

U.8. Coast Guard: § 

Operating expenses_........-.-...- 171, 700, 000 |190, 900,000 | 19,200,000 | 8,081,000 | 11, 119, 000 8 

Acquisition, construction, and im- is) 

provements 18, 150, 000 | 24,500,000 | 6,350,000 |............ 6, 350, 000 $ 

Retired pay-- 27, 800, 000 | 29,900,000 | 2, 100, 000 700,000 | 1, 400, 000 ~ 

Reserve training Jf  < fe SS  ) ae eS, an oeener es e 

i) 

Total, U.S. Coast Guard........ 232, 650, 000 |260, 300, 000 | 27,650,000 | 8,781,000 | 18, 869, 000 

eo 

Total, regular annual operating 8 

appropriations 706, 277,000 |788, 732,000 | 82,455,000 | 52,788,893 | 29, 666, 107 2 

v 

oo accounts and public enterprise & 
unas: 

Office of Defense Lending: > 

Liquidation of Reconstruction 2 

Finance Corporation.......-..-- 160, 000 95, 000 —65, 000 300 —65, 300 3 

Fund for payment of Government 3 

losses in shipment 950,000 |.........--- —50, 000 |........-..- —50, 000 = 

Total, limitation accounts and s 

public enterprise funds. ......-. 210, 000 95,000 | —115,000 300 —115, 300 





Grand total, Treasury Depart- 
ment 











706, 487,000 |788, 827,000 | 82,340,000 | 52,789,193 | 29, 550, 807 














1 Reflects the transfer of $19,000 from ‘Salaries and expenses, atti og | of Disbursement” to ‘‘Salaries 
and expenses, Office of the Treasurer” effective Jan. 1, 1958, _—— to Treasury Department Order No. 
177-16 transferring the function of processing substitute chec 
3 Derived by transfer from the account “Unclaimed partial payments on U.S. savings bonds.” 
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Comparative statement of appropriations for 1959 and the estimates for 1960 
































1959 appropria- Increase 
Description tions 1960 estimates (+) or de- 
crease (—) 
Permanent authorizations: 
Interest on the public debt... . $7, 500, 000, 000 | $8,000, 000,000 | $500, 000, 000 
Interest on uninvested trust funds_...........-.-.----| 8, 802, 800 9, 108. 400 305, 600 
Refunding internal revenue collections, interest_- 91, 776, OvO 86, 900, OVD —4, 876, 000 
Payment to unemployment trust fund 5, 612, 000 5, 612, 000 
Contributions for annuity benefita, White House 

Police and Secret Service Forces_-_-....-.--.-.-.-.-- 265, 000 250, 000 —15, 000 
Internal revenue collections for Paste _ eee: | 20, 000, 000 20, PRO Dita cmwn mines 
Coconut oil tax, collections for American Samoa, 

Internal Revenue__....__- 12, Ou ag A 
Minor coinage profits, etc. , O92 270, 000 63, 908 
Silver profit fund... 351, 058 445, 000 93, 942 
Exnenses of administration of Settlement of War 

Claims Act of 1928_ 15, GOO 18, 000 3,000 
Permanent private relief acts-_-.- 1,620 BED ostiaieniceene 








Total, »ermanent indefinite appropriations. -.._..._- 7,621, 429,570 | 8, 122,617,020 
Public debt retirements payable from ordinary receipts I 
and other statutory retirements 633, 349, 085 633, 349, 085 " 








Refund of receipts: 















































Refund of moneys erroneously received and covered -_-- 1, 200, 000 Be eee pr 
Refunds and drawhacks, CustOMS.........-.--=---0--=- 18. 000, 000 16, G00; 008 Fo nccsnnncocdne su 
Refunding internal revenue 4, 845, 107,000 | 5, 402, 200, v00 557, 093, 000 0 
¢ 
Total. 4, 864, 307, 0U0 5, 421, 400, 0U0 557, 093, 000 
Total, permanent appropriations, statutory public co 
debt retirements, and refunds of receipts.......... 13, 119, 085, 655 | 14,177, 366, 105 | 1, 058, 280, 450 Sa 
Trust funds (available receipts): Mi 
Federal old-age and sirvivors insurance trust fund....| 8, 437, 522,186 | 10, 456, 515,118 | 2, 018, 992, 932 
Federal disability insurance trust fund.........-..---- 983, 974,864 | 1,055, 968, 839 71, 993, 975 
Pershing Hall Memorial Fund.._----.-....------.---- 4, RS ae i 
Uonmapeypmont treat fund............................- 1, 905, 000,000 | 2,017, 612,000 112, 612, 000 pie 
Payment So stead bonds of the Government of the Tet 
| a EE Se ee 80, 000 oe a Cee : 
Ry pw fund... 500, 000 255, 000 —245, 000 Sil 
Hungarian claims fund... 3, 000, 000 650, 000 —2, 350, 000 
Rumanian claims fund.....-..--- 4, 000, 000 3, 980, 000 —20, 4 
RE Oe WOE ON oo oo ecb ewancsecnesncncepee-~ 5, 000 CO ee pri 
Payment of unclaimed moneys. ....----.------------- 350, 000 S50, 000 1 ...5..--ns0.55- sil 
Ref'nds, transfers, and expenses of operation, Puerto 
Rico, Bnrean of Customs..........----------------- 7, 600, 000 7, 900, 000 300, 000 Bo 
Ref nds, transfers, and expenses of operation, Virgin 
Islands, Burean of Customs.............---.--.----- 425, 000 450, 000 25, 000 
Ref''nds, "transfers, and expenses of unclaimed, aban- are 
doned, and seized goods, Bureau of Customs...._.-- 325, 000 i aemeeee a 
Expenses, Treasury Department, enforcement, title mil 
III, National Prohibition Act, as amended, Puerto Cla 
SS 0) Rare 110, 057 126, 236 16,179 
U.S. Coast Guard, general gift fund.......---...-.-.-- 4, 706 8, 550 3, 844 Pen 
Ce | ae ie Se ee eee 11, 342, 901, 791 | 13, 544,230, 721 | 2, 201,328, 930 s 
Miscellaneous accounts: Claims, judgments, and private 
Se” ee ei a Rie ee RES, 20, 737, 193 5,000,000 | —15, 737,193 Cun 
Grand total, Treasury Department...........------ 25, 189, 211, 639 | 28, 515, 423, 826 | 3, 326, 212, 187 Rs. 
Lib 
PERMANENT INDEFINITE APPROPRIATIONS, PUBLIC DEBT RETIREMENTS, AND REFUNDS par 
OF RECEIPTS on | 
Interest on the public debt ron 
Such amounts are appropriated as may be necessary to pay the interest each we 
year on the public debt. at i 
Interest on uninvested funds Ref 


Under conditions of the law creating each trust, interest accruing and payable C 
from the general fund of the Treasury is appropriated for transfer to the proper 


trust fund receipt account. = 
Refunding internal revenue collections, interest othe 
Interest is paid at 6 percent per annum on internal revenue collections which Ref: 


must be refunded. Oo 
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Payment to unemployment trust fund Gs wa : P 

At the end of each year, the Secretary of the Treasury estimates the excess of 
Federal unemployment tax receipts, for the year, over expenditures for unem- 
ployment compensation and employment service administration. This appro- 
priation transfers the estimated excess into the unemployment trust fund, a 
portion is allocated to the Federal unemployment account to bring the balance 
of that account to $200 million and the remainder is allocated to the trust accounts 
of the various States. 

Legislation will be proposed to provide trust fund financing for the employment 
security program. Enactment of this legislation will result in all unemployment 
tax receipts being placed directly into a trust account, and will eliminate the 
need for the payment to the unemployment trust fund. 


Contributions for annuity benefits, White House Police and Secret Service force 
The District of Columbia is reimbursed for benefits paid to retirees from the 
White House Police force and the Secret Service. This appropriation covers the 
difference between the amounts paid to beneficiaries and retirement deductions 
from salaries. aittals 
Internal revenue collections. for ‘Puerto Rico 
Taxes collected under the internal revenue laws of the United States on articles 


produced in Puerto Rico and either transported to the United States or con- 
sumed in the island are paid to Puerto Rico. 


Coconut oil tax, collections for American Samoa, internal revenue 
All taxes collected under the internal revenue laws of the United States on 


coconut oil produced in American Samoa are paid to the Treasury of American 
Samoa. 


Minor coinage profits, ete. 


A portion of the gains resulting from coinage of metals into 1-cent and 5-cent 
pieces is appropriated to cover the cost of wastage incurred in the coinage and 
recoinage of minor coins, and the cost of distributing such coins. 


Siwer profit fund 
A portion of the gains resulting from the coinage of silver bullion is appro- 


priated to cover the cost of wastage incurred in the coinage and recoinage. of 
silver coins, and with the cost of distributing such coins. 


Ezpenses of administration of settlement of War Claims Act of 1928 


This fund is derived from moneys in the German deposit fund. Such funds 
are deposited in a receipt account and appropriated for a portion of the ad- 
ministrative expenses incurred in paying awards under the Settlement of War 
Claims Act of 1928. 


Permanent private relief acts 
Statutory awards are paid to Herman F. Kraft and Sara BE. Bdge. 


Cumulative sinking fund 

There is appropriated to the cumulative sinking fund annually a sum equal 
to (1) 21%4 percent of the amount of certain bonds and notes issued under the 
Liberty bond acts and outstanding on July 1, 1920, less an amount equal to the 
par amount of obligations of foreign ‘governments held by the United States 
on that date, (2) an amount equal to the interest which would otherwise have 
been payable on bonds and notes which have been retired out of the sinking 
fund during the years, together with (3) 214 percent of certain expenditures 
during the 1930’s. The sinking fund is available to retire bonds and notes 
at maturity or to purchase them before maturity. media 


Refund of moneys erroneously received and covered 


Certificates of settlement, approved by the General Accounting Office, are 
paid for amounts which Federal agencies have erroneously deposited into the 
Treasury as miscellaneous receipts but which should have been deposited into 
other accounts or returned to the payees. 


Refunds and drawbacks, customs 


Overpayments are refunded, and drawbacks of duties upon exportation of 
Previously imported merchandise are paid as required. 
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Refunding internal revenue collections 


Refunds are made of erroneous internal revenue collections or overpayments 
of taxes. 


TRUST FUNDS 


Federal old-age and survivors insurance trust fund 


Under the Federal old-age and survivors insurance system, workers, employers, 
and self-employed individuals make annual contributions in the form of taxes 
on wages toward the benefits which will be payable when the worker reaches 65 
or when he dies. These contributions were increased by one-half of 1 percent 
to a combined total paid by employer and employee of 5 percent on January 1, 
1959, and will be increased by another 1 percent January 1, 1960. An amount 
equal to the annual contributions is deposited in this trust fund for benefit pay- 
ments and administrative expenses, part of which is being used for a building 
to house the Bureau of Old-Age and Survivors Insurance. Any excess of income 
over outgo and annual interest are invested in Government securities. 

Payments are made between this trust fund and the railroad retirement 
account so as to place this fund in the same position in which it would have been 
if railroad employment after 1936 had been included in social insurance coverage. 


Federal disability insurance trust fund 


The Social Security Act provides disability insurance benefits for certain dis- 
abled individuals and their dependents. An amount equal to one-half of 1 per- 
cent of wages paid and three-eighths of 1 percent of self-employment income is 
appropriated to this fund for benefit payments and administrative expenses. 
The excess of income over outgo and annual interest are invested in Government 
securities. The Secretary of Health, Education, and Welfare determines, at 
the end of each year, that portion of the administrative expenses of the Depart- 
ment of Health, Education, and Welfare which is a proper charge to this fund. 
The amounts shown for the administrative expenses are subject to further 
refinement of the processes for allocating costs between the Federal old-age and 
survivors insurance trust fund and the Federal disability insurance trust fund. 

Payments are made between this account and the railroad retirement account 
so as to place these funds in the same position in which they would have been 
if railroad employment had been included under social security coverage. 


Pershing Hall Memorial Fund 


The Secretary of the Treasury may invest the principal of the Pershing Hall 
Memorial Fund in interest-bearing U.S. bonds. Earnings are paid to the Amer- 
ican Legion for use in the maintenance of Pershing Hall in Paris, France. 
Unemployment trust fund 

Under the Social Security Act all moneys deposited by a State agency from a 
State unemployment fund or by the Railroad Retirement Board to the credit 
of the railroad unemployment insurance account, as well as transfers to the 
Federal unemployment account, are held in the unemployment trust fund. 
Amounts in the fund which are not required to meet current withdrawals are 
invested in Government securities. 

The Federal unemployment account is maintained at $200 million in order 
to make loans to States whenever benefit payments made by any State seriously 
deplete the balance in its unemployment trust account. Interest and repay- 
ments may increase the balance above $200 million. In 1958 the major part 
of the administrative expenses of the Bureau of Employment Security, Depart- 
ment of Labor, were paid from this account. 


Payment of pre-1984 bonds of the Government of the Philippines 

This trust account provides for payment of principal and interest on outstand- 
ing bonds of the Philippines, its provinces, cities, and municipalities, issued prior 
to May 1, 1934, under authority of acts of Congress. The value of unmatured 
outstanding bonds is $4,020,850. 
Bulgarian claims fund 


Hungarian claims fund 


Rumanian claims fund 
Italian claims fund (no receipts estimated ) 
Soviet claims fund (no receipts estimated) 
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Yugoslav claims fund (no receipts estimated) 

The Foreign Claims Settlement Commission is authorized to adjudicate claims 
of American nationals against Bulgaria, Hungary, Italy, Rumania, Soviet Union, 
and Yugoslavia. Upon certification by the Commission, the Secretary of the 
Treasury is authorized to make payments on awards. Final payments are to be 
made on the Yugoslav claims in 1959. 


Losses in melting gold 

Out of the receipts to be covered into the Treasury under section 7 of the Gold 
Reserve Act of 1934, an amount is made available sufficient to cover the differ- 
ence between the value of gold as carried in the general account of the 
Treasurer of the United States and the value of such gold after melting and 
refining. 


Payment of unclaimed moneys 


Payments are made to individuals who establish their right to moneys held 
in trust pending claims of owners, 


Refunds, transfers, and expenses of operation, Puerto Rico, Bureau of Customs 
Customs duties, taxes, and fees collected in Puerto Rico are deposited to this 
account. After operating expenses have been provided for, available balances 
are transferred to the treasurer of Puerto Rico. 
Refunds, transfers, and expenses of operation, Virgin Islands, Bureau of 
Customs 


Customs duties, taxes, and fees collected in the Virgin Islands are deposited 
to this account. After operating expenses have been provided for, available 
balances are transferred to the treasury of the municipalities of the Virgin 
Islands of the United States. 


Refunds, transfers, and expenses of unclaimed, abandoned, and seized goods, 
Bureau of Customs 

All proceeds of the sale of abandoned and seized merchandise are deposited 

to this account. Expenses of sale are paid and net proceeds transferred to 
miscellaneous receipts. 


Expenses, Treasury Department, enforcement, title III, National Prohibition Act, 
as amended, Puerto Rico and Virgin Islands 


Advances are made by the insular government of Puerto Rico to pay expenses 
incurred on that island in connection with the enforcement of internal revenue 
laws relating to industrial alcohol. There are not industrial alcohol plants 
operating in the Virgin Islands. 


U.S. Coast Guard general gift fund 


This trust fund maintained from gifts and bequests, is used for purposes as 
specified by the donor in connection with the Coast Guard training program. 


MISCELLANEOUS ACCOUNTS 


Claims, judgments, and private relief acts 


This account is a consolidation of various claims accounts, such as: Judg- 
ments, Court of Claims, judgments, U.S. courts, awards of Indian Claims Com- 
mission, relief of individuals and others by private law, claims for damages, 
and so forth. 

The Supplemental Appropriation Act, 1957, authorized an indefinite appropria- 
tion for judgments rendered of $100,000 or less in any one case by the district 
courts and the Court of Claims with such interest and costs as specified. The 
estimate for this indefinite appropriation amounts to $5 million in both 1959 
and 1960. 

The definite appropriation in 1959 of $15,737,193 represents amounts actually 
appropriated by the 85th Congress, 2d session. No estimates of definite appro- 
priation requirements for the remainder of 1959 nor 1960 were printed since such 
items are taken into account as contingencies in the President’s budget. 
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Average positions under appropriated funds, fiscal years 1958, 1959, and 1960 
(actual and estimated) 










Actual | Estimated average 

























































































average Positions 
tions, 
1958 1959 1960 
Civilian me pane 
Office of the Secretary: Salaries and expenses. -. J 415 406 406 
_ Bureau of Accounts: 
Salaries and expemses-.-.......=-.- 336 332 329 
Salaries and expenses, Division of Disbursement 1, 967 1. 866 1, 950 
Bureau of the Public Debt: Administering the public debt. -......_-- 3,415 3, 122 2, 911 
Office of the Treasurer, United States: Salaries and expenses-_........- 798 846 855 
Bureau of Customs: Salaries and expenses - - 7, 187 7, 143 7, 281 
Internal Revenue Service: Salaries and expenses 52, 508 51, 427 52, 153 
Bureau of Narcotics: Salaries and expenses... 416 427 424 
U.S. Secret Service: 
Salaries and expenses. 408 404 447 
Salaries and expenses, White House Police ais 149 153 164 
Salaries and expenses, guard force_-_- 66 68 68 
Bureau of the Mint: Salaries and expenses....-.....----------------.. 673 623 620 
U.S. Coast Guard: 
Operating expe 3, 126 3,179 3, 208 
Acquisition, Seaaraciion, and impro ts a 29 53 64 
Reserve training 73 92 92 
Total, regular annual operating appropriations 71, 566 70, 141 70, 972 
ffice of fense Lending: Liquidation of Reconstruction Finance 
Corporation. -....- 21 15 9 








Total, civilian employees. .- 





71, 587 70, 156 70, 981 









Military personnel: 
Operating expenses, Coast Guard 











Reserve training, Coast Guard 


26, 079 26, 201 26, 970 
611 984 899 








Total, military personnel. 





26, 690 27, 185 27; 869 








Grand total 





-| 98,277 97, 341 98, 850 
























Statement reflecting, by organization, the number of employees actually on the roll 
or estimated to be on the roll on the dates specified 



































































Actual Estimated 
Bureau or office | 
June 30,| Dec. 31,|June 30,'Dec. 31, June 30, Dec. 31, June 30, 
1957 1957 1958 1958 1959 1959 | 1960 
Civilian employees: 
Office of the Secretary 424 422 435 434 427 431 427 
Bureau of Accounts---.-- 2,260 | 2,482 | 2,238] 2,432] 2,186 | 2,279 2, 232 
Bureau of the Public a ® 3,513 | 3,529} 3,120] 3,087 | 3,050] 2,965 2, 850 
Office of the Treasurer. __.......--------- 924 913 936 951 980 975 
Office of the Ghenptelian ofthe Currency_| 1,105; 1,106; 1,142] 1,148] 1,150] 1,150 1, 150 
ol a ed 8,206 | 8,284 | 8,270] 8,278] 8,259 405 8, 417 
Internal Revenue Service...-....-...---- 51, 380 | 50,683 | 50,832 | 49,490 | 50,766 | 51,016 | 51, 266 
Bureau of Narcotics._..........---..-.--- 410 423 427 422 434 425 434 
Bureau of Engraving and Printing-_-_-_--- 3,590 | 3,499 3,479) 3,424] 3,400] 3,382 3, 350 
Ji SUL —* eee 634 616 61 607 625 695 695 
aye Lt a eet EF 798 820 799 779 715 685 680 
MIE SRI ig sich cnn xeacesta 4,805 | 4,819 | 4,970| 4,726) 5,093] 65,100 5, 191 
Oitice of Defense Lending...............- 136 24 23 23 21 18 17 
Total, civilian employees._._.........-- 78, 185 | 77,620 | 77,281 | 75,801 | 77,106 | 77, 531 77, 684 
Military employees: Uz coal Guard.....- 29,940 | 29,965 | 30,128 | 30,707 | 30,592 | 31,300 | 31,294 
Grand total 108, 125 |107, 585 |107, 409 |106, 508 |107, 698 \08, 831 | 108, 978 
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Summary of obligations by object class (excluding trust accounts), fiscal year 1960 





General Limitation 











Object class and special accounts Total 
accounts 
01 Personal services $528, 070, 834 $80,700 | $528, 151, 534 
02 Travel-- 16, 575, 732 1,000 16, 576, 732 
03 Transportation of things 038 6 





04 Communication services 
05 Rents and utility services_. 
06 Printing and reproduction. 
07 Other contractual services. -. 
08 Supplies and materials. 
09 Equipment 
10 Lands and structures. -- 
11 Grants, subsidies, and contributions ...........---------- 
12 Pensions, annuities and insurance claims 

13 Refunds, awards and indemnities 

14 Interest-_...-- 
15 Taxes and assessments... 
















































































Unvouchered 
Total obligations 14, 332, 754, 990 
RECONCILIATION 
Total, annual operating and limitation accounts $788, 827, 000 
Total, permanent appropriations, statutory public debt retirements and 
refunds of receipts 14, 177, 366, 105 
Cumulative sinking fund (appropriation carried forward) -------..-.... — 633, 349, 085 
Unobligated balance brought forward +46, 813 
Unobligated balance carried forward — 40, 843 
Total obligations 14, 332, 849, 990 





Comparative statement of obligations incurred for the fiscal year 1958 and the first 
6 months of fiscal year 1959 (exclusive of reimbursements) 
























































' 1958 
Bureau and appropriation fiscal year = ilies 
obligations ligations 
Regular annual operating appropriations: 
Office of the Secretary: Salaries and expenses. $3, 162, 796 $1, 717, 600 
Bureau of Accounts: 

Salaries and expenses. 3, 174, 560 1, 716, 285 
Salaries and expenses, Division of Disbur: 17, 871, 289 9, 669, 
Bureau of the Public Debt: Administering the mn eae 47, 557, 479 23, 839, 175 
Office of the Treasurer, United States: Salaries and expenses- --_-_-..- 18, 007, 788 9, 519, 273 
Bureau of Customs: Salaries and expenses 49, 903, 261 26, 884, 393 
Internal Revenue Service: Salaries and expenses 337, 373, 824 180, 396, 291 
Bureau of Narcotics: Salaries and expenses. 3, 825, 105 2, 042, 783 

U.S. Secret Service: 
Salaries and expenses-__-- 3, 545, 562 1, 909, 765 
Salaries and expenses, White House Police.............----...--- 906, 569 491, 938 
Salaries and expenses, guard force_ 292, 086 152, 937 
Bureau of the — Salaries and expense-.-_-_ 4, 357, 441 2, 250, 059 
U.S. Coast Gua 
Operating expenses [a 170, 047, 855 92, 841, 776 
Acquisition, construction, and improvements 23, 648, 203 12, 606, 754 
Retired pay. -- 26, 037, 968 13, 991, 757 
Reserve training 12, 439, 667 7, 507, 623 
Total, regular annual operating appropriations_-_.............- 722, 151, 453 1 387, 538, 302 
Limitation accounts: 
Office of Defense Lending: Liquidation of Reconstruction Finance 
Corporation 197, 365 69, 692 
Grand total, Treasury Department 722, 348, 818 1 387, 607, 994 














1 Includes $7,252,033 of 1959 obligational authority used during the fiscal year 1958 under the accelerated 
procurement program. 
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LaNGuAGE CHANGES 


EXPLANATION OF CHANGES IN APPROPRIATION LANGUAGE PROPOSED FOR THE FISCAL 
YEAR 1960 


Aside from technical changes in appropriation lan e needed to up-date 
the language and bring it in line withthe 1960 ‘budeot catinintes, odinteatire 
changes proposed for 1960 relate to the purchase of automobiles and special 
police-type equipment ; White House Police protection of areas in the Executive 
Office Building occupied by the White House staff; the purchase of aircraft; 
and proposed limitations on annual accrued expenditures in the case of two 
appropriations of the U.S. Coast Guard. 


Police-type automotive equipment 

A maximum allowance on the purchase price of a :passenger-carrying motor 
vehicle is established each year by the Congress in the annual appropriation 
acts. The Comptroller General of the United States in decision B—131418, dated 
April 19, 1957, held that the extra cost of special features for equipment that 
4 — for police-type use must be charged against this purchase-price 

mitation. ‘ . ; be. 

Subsequent to the above decision it was determined that in those cases where 
special authority was needed to permit the procurement of special police-type 
equipment, it should be sought by way of the specific requests in the appropriation 
language of the individual appropriations concerned. Such special language 
would authorize the number of passenger motor vehicles needed for police-type 
use without regard to the general purchase-price limitations. 

In accordance with the above, special language is proposed for the procure 
ment of passenger-carrying motor vehicles for police-type use for the purpose 
of carrying out police-type activities in the Bureau of Customs, Internal Revenue 
Service, and the U.S. Secret Service. 

Eatension of White House Police coverage 

Additional funds were requested in a supplemental estimate fur 1959 for 
the extension of White House Police coverage to include protection of space 
in the Executive Office Building occupied by members of the White House staff. 
Such supplemental funds were denied because of the view that the White House 
Police force was not authorized to engage in the protection of a building not 
a part of the “Executive Mansion and grounds of the District of Columbia.” 
The request was made in the belief that the term “Executive Mansion,” as it 
has been used, also encompassed the immediate office of the President. 

New language is proposed in the appropriation “Salaries and expenses, White 
House Police,” authorizing the White House Police force to perform such pro- 


tective duties in the White House areas of the Executive Office Building as the 
Secretary may prescribe. 


Increase in Coast Guard aircraft limitation 

Change in appropriation language is requested to increase the number of 
aircraft on hand in 1960 from 128 to 132. The total number of 132 aircraft 
is exclusive of planes stored to meet future attrition. Of the additional four 
aircraft, two are for logistic support of the additional loran stations to be operated 


overseas in 1960, and two are for the logistic support of the loran construction 
program and will be funded by reimbursement from the Department of Defense. 


Proposed limitations on accrued expenditures 

Public Law 85-759, approved August 25, 1958, states that whenever the Presi- 
dent determines that a satisfactory system of accrual accounting for an appro- 
priation has been established, the proposed appropriation transmitted to the 
Congress for such an account shall be accompanied by a proposed limitation on 
annual accrued expenditures. The law provides that “* * * there shall be 
charged against the limitation the cost of goods and services and other assets 
received, advanced payments made and progress payments becoming due, and 
the amount of any other liabilities becoming payable during the fiscal year con- 
cerned.” To implement the provisions of this law, the Bureau of the Budget 
has requested that accrued expenditure limitations be proposed for the two Coast 
Guard appropriatons “Operating expenses, Coast Guard” and “Acquisition, con- 
struction, and improvements, Coast Guard,” for the fiscal year 1960. 
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The proposed substantive changes in appropriation language affect the follow- 
ing appropriations: 
Salaries and expenses, Bureau of Customs. 
Salaries and expenses, Internal Revenue Service. 
Salaries and expenses, U.S. Secret Service. 
Salaries and expenses, White House Police. 
Operating expenses, Coast Guard, 
Acquisition, construction, and improvements, Coast Guard. 
Changes in the other annual operating appropriations are technical or self- 
explanatory and do not alter existing substantive authority. 


REPORT OF VIOLATIONS OF SUBSECTION (H), SECTION 3679, REVISED STATUTES AS 
AMENDED (31 U.S.C. 665), Frscan Year 1958, Internat RevENvE SERvIcE 


DATE OF REPORT, NOVEMBER 18, 1958 


An overobligation of a limitation in a fund allotment for the fourth quarter 
of the fiscal year 1958 from the appropriation 2080902, “Salaries and expenses, 
Internal Revenue Service,” occurred on June 30, 1958. The amount of the over- 
obligation is $1,682. An allotment for the second and subsequent quarters of the 
fiscal year was established by the Bureau of the Budget under the control of the 
administrative assistant to the Commissioner, Washington, D.C., to cover the 
cost of advanced training for the Internal Revenue Service. This program is 
administered at the national office level and the control of funds provided for this 
purpose is also maintained in Washington. However, since the training courses 
are held at locations other than Washington, it is often necessary to authorize 
the placing of some obligations locally and to forward items to Washington for 
posting. A memorandum record of obligations placed against this allotment is 
maintained by the allottee. Unfortunately, the employee assigned to this duty 
did not take into consideration the limitations placed on the allotment and while 
the total allotment was not exceeded, one of the limitations was overobligated. 


DATE OF REPORT, JULY 9, 1958 


An overobligation of a limitation in a fund allotment for the third quarter 
of the fiscal year 1958 from the appropriation 2080902, “Salaries and expenses, 
Internal Revenue Service,” occurred on March 31, 1958. The amount of the 
overobligation is $1,692. The overobligation occurred when there was included 
in the balance available in the allotment ledger for the Internal Revenue Service, 
regional office, Boston, Mass., a balance of funds representing both “All other” 
and “Personal services.” This balance included a deficiency item applicable to 
“All other” limitations but was not taken into consideration in determining the 
amount required for reapportionment of funds from the fourth quarter to the 
third quarter for anticipated ‘‘All other” expenses. Attention is invited to the 
fact that this does not involve an overexpenditure of an appropriation made by 
Congress, nor the apportionment made by the Director of the Budget, but rather 
is an overobligation of an administrative allotment within an appropriation. 


DATE OF REPORT, SEPTEMBER 9, 1958 


An overobligation of a limitation in a fund allotment for the second quarter 
of the fiscal year 1958 from the appropriation 2080902, “Salaries and expenses, 
Internal Revenue Service,” occurred on December 31, 1957. The amount of the 
overobligation was $4,557. The overobligation occurred when there was errone- 
ously included in “All other” obligations in information submitted to the national 
office by the Internal Revenue Service regional office, San Francisco, Calif., the 
obligations for object class 21, “Personal services for temporary employees.” 
As a result, the obligations for salaries were understated. The national office 
withdrew $75,000 from salaries and $40,000 from “All other” classification. 
The withdrawal resulted in an insufficient amount available to the region for 
“Personal services” obligations and a surplus in “All other” category. This is an 
overobligation of an administrative allotment within an appropriation. 
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WepnespayY, Frsruary 4, 1959. 





Unitep States Coast GUARD 
NAVIGATION AID AT WASHINGTON ISLAND, WIS. 


WITNESS 


HON. JOHN W. BYRNES, A REPRESENTATIVE IN CONGRESS FROM 


THE STATE OF WISCONSIN 


Mr. Gary. The committee will come to order. 

Weare going to take up this morning the request of the Coast Guard. 
But one oF our distinguished colleagues, who is a member of the Ways 
and Means Committee, has some remarks that he would like to make 
concerning the Coast Guard. 

We will be very glad to hear from you at this time, Mr. Byrnes. 

Mr. Byrnes. Mr. Chairman, thank you very much for your kindness 
in permitting me some time before this committee. I know how ex- 
tremely busy you are and I am going to make this very brief. 

' Frankly, I do not like to have to be here at all, but I do want to call 
the attention of the committee to a problem which, although it involves 
a rather small number of people, 800, is of some vital interest, extremely 
vital interest, to them. It is a matter that I have had up before the 
Coast Guard for some period of time. 

They recognize the necessity for the project that I will describe to 
the chairman and members of the committee. But this project has 
been constantly delayed and put off and it just seems to me that the 
committee should have the factual data on this particular item. 

I wrote the chairman and I would like very much, if possible, to have 
that letter with attached material inserted as part of your record. I 
will supply the reporter with a copy. 

Mr. Gary. Yes. 

Without objection, it will be inserted in the record at this point. 

(Letter and attachments referred to follow :) 

HOUSE OF REPRESENTATIVES, 
Washington, D.0., January 28, 1959. 
Hon. J. VAUGHN Gary, 
Chairman, Subcommittee on Treasury-Post Office, Appropriations Committee, 
House of Representatives, Washington, D.C. 

Dear Mr. CHAIRMAN: I regret the necessity for imposing on your time during 
what I know is an extremely busy period for you. I would not do so except as 
a last resort. 

For 3 years I have been endeavoring to secure inclusion in the budget request 
for the Coast Guard of sufficient funds (estimated at $37,500) for construction 
of a crib light and fog signal to mark the entrance to Detroit Harbor, Washing- 
ton Island, Wis. 

The Coast Guard has completed construction plans and has included in its 
budgets for fiscal years 1958, 1959, and 1960 funds for the construction of these 
navigational aids but, in each case, the item has been eliminated from the 
budgets before final approval and submission to Congress. 

Washington Island is a small island in Lake Michigan, about 5 miles off the 
Wisconsin mainland. It is inhabited by 800 people who are supplied almost en- 
tirely by water. Detroit Harbor is the principal harbor and is used not only by 
freight boats but by commercial fishermen, yachtsmen, and a ferryboat. 

Detroit Harbor is entered by a narrow 150-foot channel which is marked only 
by a lighted bell buoy. This marking is entirely inadequate because (1) the 
bell does not ring when the weather is foggy and calm, (2) the bell can be heard 
only a short distance at best, and (3) the buoy is removed each winter in early 
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December and is not replaced until April the following year, even though naviga- 
tion proceeds the year around. 

As a result of this inadequate marking of the channel, navigation into the 
harbor with necessary supplies is seriously hindered throughout the year and 
is made almost impossible during the winter months. The situation is particu- 
larly acute during winter nights when vessels are completely unable to find the 
channel. I am extremely fearful that a tragedy will take place sometime during 
bad weather at the entrance to this harbor, solely because of the failure of the 
Government to provide proper marking. Furthermore, since the island relies en-: 
tirely for medical service upon the mainland, those who need emergency medical 
aid at night during the winter months are seriously endangered by the inability 
of doctors or medical supplies to be transported to the island. 

I recognize that the amount involved here is small, and the number of people 
to be benefited is few. The Government, however, it seems to me, has a special 
obligation to provide proper navigational aids for these islandbound people, for 
there is no. other way they can secure remedial action. I request that funds 
for this project be included in the budget for the Coast Guard for the fiscal 
year 1960. 

Sincerely yours, 
JOHN W. ByRNEs, ~ 
Representative in Congress. 


APPROPRIATIONS COMMITTEE: The following are a few of the reasons why the 
establishing of the crib light and horn at the entrance to Detroit Harbor, Wash- 
ington Island, are so important to all concercned. 

1. The present bell buoy is inadequate during the summer months, especially 
during foul weather. 

2..The bell buoy is removed about December 1 and replaced about April 15. 
This bell buoy is replaced with a stake, which is of no value as soon as the ice 
forms. 

3. The water is nearing an alltime low and that makes it more important to 
have a good aid at the entrance to the harbor. 

4. The following are some of the boats using this aid: Two 65-foot ferryboats, 
making 9 round trips daily during the summer months; 10 local fish boats; one 
65-foot freight boat; one 65-foot oil tanker, 28,000 gallon capacity ; several hun- 
dred yachts ; Plum Island Coast Guard boats. 

5. Approximately 800 permanent residents on Washington Island and approx- 
imately 3,000 summer residents depend on water transportation. 

6. The ferry line is called upon several times a year to take sick or injured 
people to the mainland. This may happen day or night, winter or summer, and 
whatever the weather may be. 

7. The best harbor of refuge in this area for yachts, commercial fish boats and 
small commercial craft. 

The following is a true statement of the traffic carried by the Washington 
Island Ferry Line in the year 1958: 














Automobiles 11, 674 
Passengers aon 34, 238 
Outbound freight pounds__ 3, 048, 604 
Inbound freight _do___. 1, 248, 648 


All the U.S. mail for the island. 

The outbound freight consists mostly of fish and farm produce. 

The inbound freight consists of general supplies for the island. 

The following is the amount of traffic carried by the freight boat American 
Girl and tanker Oil Queen in the year 1958: 6,576,000 pounds of commodities 
of all kinds to and from Washington Island; 520,000 gallons of oil to Washing- 
ton Island. 

The commodities of all; kinds consist of farm produce going off the island 
and supplies of all kinds coming to the island. 


WASHINGTON ISLAND Ferry LINE, 
ARNI RICHTER. 
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RESOLUTION OF TOWN BOARD, WASHINGTON ISLAND, WIS. 


Resolwed by the Town Board of the Town of Washington (Door County), That 
the construction of a crib with a fog signal and light on it, at the entrance of 
Detroit Harbor at Washington Island is very necessary to safeguard ferry service, 
commercial. fishermen,:-yaehts,. and -other’smail craft during ‘adversé* weather 
conditions. 
During adverse weather conditions it sometimes is a vital necessity that we 
reach the mainland, especially during serious illness. 
Dated this 17th day of January 1959. 
JACK HAGEN. 
Wm. JACOBSON. 
PERCIVAL JOHNSON. 


Two Rivers, Wis., January 21, 1959. 
HovusE APPROPRIATIONS COMMITTEE, 
House of Representatives, 
Washington, D.C. 
GENTLEMEX : It is my understanding that the House Appropriations Committee 
has jurisdiction over the establishment of aids to navigation. 
I am writing this letter urging the establishing of a permanent light and fog- 
horn at the entrance to Detroit Harbor in waters of Green Bay in Wisconsin. 
Detroit Harbor is the only all-weather harbor on the east shore of Green 
Bay and such a light and foghorn is highly desirable to safe navigation. I urge 
the committee to support the necessary appropriation for this project. 
Sincerely, 
E. P. HAMILTON. 





WASHINGTON ISLAND, Wis., January 27, 1959. 
APPROPRIATIONS COMMITTEE, 
House of Representatives, Washington, D.O. 


Deak CoMMITTEE: The Lions Club of Washington Island is vitally interested 
in the establishing of a crib light and horn marking the entrance to Detroit 
Harbor at Washington Island. 

The establishing of this crib light and horn was approved by the U.S. Coast 
Guard back in 1953. The Coast Guard has included funds for this project in 
their budget the last several years and each year it has been eliminated before 
final approval. 

The establishing of this crib light and horn means a great deal to the liveli- 
hood of the people on Washington Island and also to the safety of the many 
pleasure craft that enter Detroit Harbor each year. It would be a great aid to 
the Plum Island Coast Guard Station also. 

Therefore we respectfully ask your committee to approve the necessary funds 
for the establishing of the crib light and horn. 

Very truly yours, 
WASHINGTON ISLAND Lions CLus, 
L. A. Davison, Secretary. , 





GLADSTONE, Micu., January 28, 1959. 
Reference: Appropriation of funds to U.S. Coast Guard for construction of 
permanent light at entrance to Detroit Harbor, Washington Island, Wis. 
APPROPRIATIONS COMMITTEE, 
House of Representatives, Washington, D.C. 


GENTLEMEN: As an active boatsman on Green Bay waters I would like to im- 
press upon you the importance of the construction of the above-mentioned aid 
to navigation. 

I use Detroit Harbor several times a year, sometimes by choice and often 
as a harbor of refuge. It is located in an area of frequent rough waters and 
periods of very low visibility, especially in the spring and fall. Without good 
visual and audible aid this harbor has often been very treacherous to enter. 

It should. be known that this harbor is an important: unit of the lifeline of the 
several hundred people who live on this island the year around. 

I ask that you give this project priority in your considerations. 

Sincerely yours, 


Soren A. JOHNSON. 
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Green Bay YacutTinec C.vus, 
Green Bay, Wis., January 27, 1959. 
APPROPRIATIONS COMMITTEE, 
U.S. Congress, Washington, D.C. 


Dear Sirs: The members of the Green Bay. Yachting Club request that money 
be appropriated for the erection of permanent light’ and foghorn at“the en- 
trance to Detroit Harbor, Washington Island, Wis. 

Absence of such light and foghorn constitutes a dangerous condition which 
threatens the life and property of both recreational and commercial water 
trafiic. 

Many of our members have experienced great difficulty entering said harbor 
especially under adverse weather conditions. For example, Mr. George Kress, 
of Green Bay, Wis., was caught in a fog with his yawl and the absence of navi- 
gational aids caused him to run aground threatening the lives of him and his 
crew. Many years of sailing experience enabled him to free the yawl where a 
less experienced skipper could easily have had his boat pounded to pieces. This 
is just one of many cases involving members of various boating organizations. 

Hoping that proper safeguards can be provided, we are, 

Yours very truly, 
KeEenneta L. Matuys, Secretary. 


Sturceon Bay Yacut Crivs, 
Sturgeon Bay, Wis., January 26, 1959. 
House APPROPRIATIONS COMMITTEE, 
House of Representatives, Washington, D.C. 


GENTLEMEN: The board of directors of the Sturgeon Bay Yacht Club 
have unanimously endorsed the project for the installation of a permanent 
crib light and horn marking the entrance to Detroit Harbor on Washington 
Island, Wis., and I have been instructed to transmit our endorsement to you. 
The board feels that the present inadequate and inefficient entrance light and 
bell buoy should certainly be replaced by a reliable guide and that this would 
be a definite advance in boating safety. 

Sincerely yours, 
Howarp R. Peters, M.D., Secretary. 





EscaANABA YACHT CLUB, 
Escanasa, MicuH., January 21, 1959. 
APPROPRIATIONS COMMITTEE, 
House of Representatives, Washington, D.C. 

Dear Srrs: Regarding the light structure at Washington Island, Wis., at the 
mouth of Green Bay. 

Several years ago a request was made to the U.S. Coast Guard to replace the 
present gas and bell buoy at the entrance to Detroit Harbor at Washington 
Island with a permanent light structure and foghorn. I believe this project was 
readily approved at that time and the project placed on their construction pro- 
gram. However, nothing has been done up to now, but I understand it is 
coming up for a hearing in the Appropriations Committee this month. Besides 
the ferry line running from the Door County, Wis., mainland to the island, 
Detroit Harbor is used extensively by commercial fish boats, an oil tanker, 
several small freighters, as well as hundreds of pleasure boats during the sum- 
mer months. The present buoy has been inadequate for a long time as both the 
visibility of the light and the sound of the fog bell is limited, and this area 
is frequently fogbound. We feel that a permanent light structure with fog bell 
should be installed as soon as it is possible to do so, and we would appreciate 
whatever you are able to do to help this worthwhile project along. 

Sincerely yours, 


J. J. MircHet., Commodore. 
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' ‘ SHEBOYGAN, WIS., January 20, 1959. 
APPROPRIATIONS COMMITTEE, 
House of Representatives, 
Washington, D. C. ; 

Dear Sirs: The U.S. Coast Guard has approved and placed on top priority 
the construction of a permanent navigational crib to replace the unsatisfactory 
buoy which marks the entrance of a narrow channel to Detroit Harbor at 
Washington Island. 

The construction of this navigational aid is of great importance to the boating 
public of Wisconsin and to the tourists and residents of Washington Island. 
Figuring the 1,000 permanent residents Of the island, the 4,000° summer resi- 
dents, and the thousands of tourists who use the ferry line on the 8 trips a 
day, and for the thousands of yachtsmen who enter this harbor of refuge, we 
feel a lot of people are affected. ; 

Although the U.S. Coast Guard feels that the construction is extremely 
important, the appropriation has been denied in the past several years. 

We understand that in several weeks your committee of the House of Rep- 
resentatives will meet to consider what Coast:Guard projects will be given funds. 

May we call to your attention to the need for the appropriation to build this 
permanent navigational aid for the following reasons: 

1. The present flasher and bell buoy is removed after the navigational sea- 
son ends. Therefore about 5 months of the year the ferry operates without any 
Coast Guard buoy to this narrow channel. Many people have experienced the 
anxiety of groping in the fog trying to locate this treacherous channel without 
any navigational aid during these 5 months, both as ferry passengers and as 
yachtsmen. 

2. This year with the low water it is especially treacherous—less than 3 feet 
of water on either side of a 30-foot-wide channel. 

3. There is no harbor on the Great Lakes which is so vital to the survival 
of a community. All supplies and transportation must go through this channel 
for the thousands of people who depend on the ferry for its supplies. It is 
the only harbor of refuge for a radius of 50 miles. Many boats enter here for 
refuge from storms and for supplies. Enclosed please find the general chart and 
detailed insert of the channel in lower right corner. 

Thank you for the opportunity to express our views, for the need of this 
navigational improvement, before your committee. May we point out that 
although the Sheboygan Yacht Club is primarily representing the boating pub- 
lic, we also represent our members and citizens of this area who own property 
on Washington Island, and who are well acquainted with the dangers of the 
present buoy system. 

Sincerely yours, 
CHARLES IMIG, 
Public Relations Committee, 
Sheboygan Yacht Club. 


Mr. Byrnes. This involves the need for a navigation light and bad 
weather signal or foghorn or bell at the opening of a channel which 
serves a point at an island called wee Island. There are about 
800 people who live year around on this island. 

During the summertime, a light and bell signal is maintained there, 
a flashing light and bell, but it is removed around the early part of 
December and then reinstalled again in April. The Coast Guard 
removes it during the bad period of time because they say that they 
want to keep it from being damaged by ice. But the unfortunate part 
of it is that it is removed at the time when it is most needed. 

As far:as these people are concerned, there is even more need for it 
during the winter months than there is during the summer months, 
although. it is. absolutely essential that there be some kind of light 
there to serve this channel the year around. 
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The proposition is to install a crib with a light and automatic 
foghorn for this channel as a permanent year-around installation, 
Mr. Chairman. 

I have here a map which shows this area. 

Before I describe that, I should say that these people are permanent 
residents of Washington Island.. They are of Scandinavian stock, a 
good number of them. They like the sea and the water and I think 
they like some of the hardships that are entailed in traversing back 
and forth to the mainland. I mean to say it is part of their life. 

Mr. Gary. Where is this island ? 

Mr. Byrnes. It is just north of the thumb of the peninsula of 
Wisconsin. Lake Michigan is on the east, Green Bay is on the west 
of this peninsula; this island is just off of the tip of this peninsula. 

The only way these people have access to the mainland is by water. 
There are no bridges, there is no alternative route. This is not a 
situation where, in case of necessity, they could take some other way 
of getting to the mainland. They do have an, airport which serves 
them if the weather is good and speed, is an element., But they fre- 
quently have extremely rough weather there and so cannot. depend on 
air transportation. .! 

The passage that the boats have to go through is named Porte 
Des Morts Passage—Death Door Passage—from the dangers it pre- 
sents. 

Referring to the map, Mr. Chairman, this is the light that we refer 
to, right here at the opening of the harbor. During the winter 
months and during the time we are concerned about, the traffic is pri- 
marily between this part of the peninsula, Gills Rock, and Washington 
Island. It is served also by a ferry, and there you can see where the 
light is that marks the entrance to that harbor. But this is the light 
that is taken out. 

You can see that when that light is gone, there is no way to find this 
channel. Also, you will notice the shoals and rocks that they have 
to hazard in getting to that point. 

The channel is a very narrow one. I have here an enlargement of 
the channel, Mr. Chairman, showing the light. You can see the reefs 
and shallows here and the very narrowness of the passage. 

The point is that they are just stopped cold literally and figura- 
tively during these winter months of December, January, February, 
and March, when the normal navigation aid is pulled out so as to keep 
it from being injured by ice and storms. 

As I say, the Coast Guard has recognized the need. ‘For instance, in 
a ig to me addressed from the Coast Guard on November 1956, they 
said: 

The Coast Guard consider that the replacement of the lighted buoy at the 
entrance to Detroit Harbor by a suitable crib buoy and fog signal is desired. 

They estimated the cost at $37,500. But, they said, they have to 
consider other priorities. 

Mr. Gary. Is that the annual cost? 

Mr. Byrnes. No. That is putting in the crib and the basic light. 
There is no annual maintenance to the thing other than the matter of 
servicing, just like they service other lights. In fact, you probably 
will not even have the cost that you have now in some respects, be- 
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cause there will not be any need for removing it. You will simply 
need to service it. 

Mr. Gary. That light during the summer months is not sufficiently: 
strong to stand the rigors of the winter, is that it? 

Mr. Byrnes. You have to put in a crib. 

Mr. Gary. So you have to put in a permanent installation ? 

Mr. Byrnes. Yes; a permanent installation. 

What they do is build this big concrete crib and sink it there and 
ut the light on top of that. The present light they have is a floating 
ght that anchors, and has the valve plus the blinkers. But if they 
made a permanent installation, they would obviate even the necessity 
of taking the floating light out, putting it in, reservicing it, and taking 
it back every year. Then they have to service a floating light just as 
much as they service a permanent installation, and oad hate a differ- 
ence of only 4 months involved. But constantly the question recurs to 
when they are going to get it done? 

Mr. Gary. Do they have more traffic to that island during the sum- 
mer than they do during the winter? 

Mr. Byrnes. Yes; but they take the light out not because of the 
lack of traffic, but because of possible danger to the buoy itself. 

Mr. Gary. I understood that. But my question is, Is the island a 
summer resort ? 

Mr. Byrnes. That is a summer resort area on the peninsula and 
there is a certain amount of summer resort traffic that goes over during 
the summertime that, of course, does not go over in the winter. But 
throughout the year these 800 families make this island their home. 
It has been their home for years. They settled there years ago, and 
they have continued on and the children continue to live there. 

ith respect to removal and replacement of the light, in their letter 
to me of February 1, 1957, the Coast Guard stated : 

The approximate date on which the Detroit Harbor light bell buoy is removed 
each winter is December 10, and the buoy is replaced on station about April 6 


in each year. During the winter while the lighted bell buoy is removed, a spar 
buoy marks the location. 


Now, this was an estimate I asked them to make in 1957 of the traffic. 
They say: 

Excluding approximately 12 passages weekly made by the Washington Island 
Ferry Line— 
that is the basic line of communication that these people have, there 
are 12 passages weekly— 
it is unofficially estimated that some 10 passages each day, or a total of 1,200 
passages through the harbor, are made during the time the lighted bell buoy is 
removed. -The above estimated figure includes an average of three passages a 
day for a small Coast Guard boat. All the other traffic is made by small craft 
under 65 feet in length with the majority of traffic during daylight hours. 

ee words, the Coast Guard does not maintain that there is not 
an ° 

I have just recently received from them information that they are 
making another survey or further review of the project, with a sug- 
gestion in the letter. They say: 


Installing substitute aids at a greatly reduced cost, which would afford mariners 
equal or better service by the proposed crib. 
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They do not say what that is. It is my information that what they 
ar ty 28 are range — If they are going to put in range 
lights, I do not see how they can possibly suggest that range lights 
will give either as good or better service, because there is nothing 
under a range light that will give you any protection against the fog 
or snow. if it is snowing, your range lights are not going to be too 
much help. It would just seem to me that with a crib, if you make it 
permanent, will last for a long time and we will have a satisfactory 
solution for the problem. 

It would be my hope that the committee might ask the Coast Guard 
to explain why these 800 people and this traffic should not be given 
better safety during the most hazardous months of the year in these 
northern waters. 

Mr. Gary. Thank you, sir. 

Mr. Byrnes. Thank you, Mr. Chairman. 

Mr. Canrtetp. Mr. Byrnes, I am sure that all of the members of our 
subcommittee know of your record for economy in your assignment 
in the House. Most certainly you would not be here unless you be- 
lieved that this project in your home district was of prime importance. 

I am interested in your description of these hardy folks, 800 in 
number, who live on this island. What do they do in the way of 
making a living? Mostly fishing? 

Mr. Byrnes. They fish and they farm. 

Mr. Canrietp. Is there any industry ? 

Mr. Byrnes. No; there are no industrial operations as such. But 
there is farming and fishing. 

Mr. Canrtetp. Of course, I would expect you have had a number 
of complaints from those people about it. 

Mr. Byrnes. It has been a constant problem with them. They are 
not a large enough community, for instance, to have a doctor and 
maintain a hospital. In case of any emergency situations that arise 
involving accidents or health, they have to make the trip across to 
the mainland. There is only one way they can do it and that is b 
water. The get into weather where they just cannot locate this 
reef, these shallows, the opening to this channel, when that light is 
gone, 

In the summer everything works quite well. They have the bell and 
the light and in hazardous weather they can find their channel and 
navigate it; they are sailors. But you have to have something to 
go by. When the Coast Guard removes that during the 4 worst 
months of the year, as far as weather is concerned, it really just puts 
these 800 people into extreme jeopardy. 

This is just a small item. I think that what happens a lot of times, 
Mr. Chairman, is that because of their smallness, they do not attract 
our attention, but they may be a cause of relative importance to 
people and lives and safety. They may be more important than 
some things that are in astronomical figures that catch our eye. 

Mr. Gary. Thank you, sir. 

Mr. Pituion. I have just one question. 
samen does the freezeup occur there? At about the same time as 

uffalo ? 
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Mr. Byrnes. The channel through there is open all year round. 
It is endangered with ice floes and so forth. But through Death 
Door and in that area between the lake and the bay, it is kept open. 
tl Prui0on. That is all the more reason for a permanent light 
there $ 

Mr. Byrnes. If this water froze over and they could go over it 
with cars, we would not be here. 

Mr. Pituion. I was thinking that maybe the freezeup took place 
around January 15, as it does in Buffalo, and that you had this 
period when the water was open where you had no signals or no 
lights between, say, December 1 and January 15. 

r. Byrnes. The figures I cited were furnished me by the Coast 
Guard. They are estimates they furnished me in 1957, showing about 
1,200 passages of ships through the harbor during the period between 
December 10 and April 6. So there is considerable traffic. 

If I were going to get in trouble, I would rather get in trouble in 
warm water than cold water with ice. 

Thank you very much, Mr. Chairman. 

Mr. Gary. We are glad to have had you, sir. 


LETTER FROM REPRESENTATIVE REUSS OF WISCONSIN 


Another of our distinguished colleagues, Hon. Henry S. Reuss, has 
handed me two letters touching this same subject. Without objection, 
they will be inserted at this point in the record. 

(The letters referred to follow :) 


House oF REPRESENTATIVES, 
Washington, D.C., January 30, 1959. 
Hon. J. VAUGHAN Gary, 
Chairman, Treasury and Post Office Subcommittee, 
The Capitol, Washington, D.C. 

Dear Mr. CHAIRMAN: I am pleased to enclose for the consideration of your 
committee a letter urging that the Coast Guard be appropriated money to con- 
struct a navigational aid near Washington Island on Lake Michigan, I shall 
appreciate it if the letter be. made a part of the committee’s record when Coast 
Guard requests are considered. 

Sincerely, 
Henry S. Reuss, Member of Congress. 


SHEBOYGAN, WIS., January 27, 1959. 
Hon. Henry REvss, 
House of Representatives, Washington, D.C. 

Dear Senator Reuss: As one of your constituents, as well as interested 
backers, I should like to write to you for such assistance as you should be in 
a position, or willing, to extend in my direction concerning a matter that I 
believe is of some interest to many people and of great interest to some of 
your constituents residing on Washington Island, off of Gils Rock, Wis. 

Right off of Washington Island the U.S. Coast Guard Ninth District has 
approved and placed on top priority the construction of a permanent naviga- 
tional crib equipped with a light and foghorn. This is to replace the unsatis- 
factory bell buoy which marks the entrance of an exceedingly narrow channel 
into Detroit Harbor at Washington Island. Construction of this navigational 
aid is of utmost importance to the voting public on the Great Lakes. The tour- 
ists, and more important than any, the residents of Washington Island who 
number approximately 1,000. permanent residents and approximately 4,000 or 
more summer residents. Thousands of persons use the ferry line throughout 
the year, which line makes eight trips a day, as well as thousands of yachts- 
men who take refuge in these waters and it is because of these people I feel 
that construction is for the best interest of the public. 
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The U.S. Coast Guard have given this project a top priority for many years, 
but they have not received an appropriation to construct same. 

In the next few weeks it is my understanding that the Appropriation Com- 
mittee of the House of Representatives will meet to consider Coast Guard proj- 
ects and certain funds will be appropriated. I would respectfully request that 
it be brought to their attention the following factors favoring the construction 
of the permanent navigational aid as follows: 

1. The present flasher and bell buoy is removed after the navigational season 
ends. As the ferry operates every day of the year, therefore about 5 months of 
the year the ferry operates without any bell buoy or flasher to mark this 
narrow channel. Many people have experienced the anxiety of groping in the 
fog trying to locate this treacherous channel without any navigational aid during 
these 5 months, both as ferry passengers and as yachtsmen. 

2. This year with the low water it is especially treacherous—less than 3 
feet of water on either side of a 30-foot-wide channel a half mile long. 

8. There is no harbor on the Great Lakes which is so vital to the survival of 
acommunity. All supplies and transportation must go through this channel for 
the thousands of people who depend on the ferry for its supplies. It is the 
only harbor of refuge for a radius of 50 miles. Many commercial and pleasure 
boats enter here for a refuge from storms and for supplies. 

Any assistance you may be able to render in our behalf in the construction 
of this navigational aid will be greatly appreciated. 

Respectfully submitted. 

JACOB A. FESSLER, 
Public Relations Committee, 
Sheboygan Yacht Club 


Turspay, Fresruary 10, 1959. 


TAX COURT OF THE UNITED STATES 


WITNESSES 


J. EDGAR MURDOCK, CHIEF JUDGE 
OTTO W. SCHOENFELDER, ADMINISTRATIVE OFFICER 
0. A. KEETER, FISCAL OFFICER 


Program and financing 





1958 actual | 1959 estimate | 1960 estimate 





Program by activities: 
1. Administration and adjudication (total program costs). $1, 448, 552 $1, 521, 583 $1, 536, 000 

2. Relation of costs to obligations: 
Costs financed from obligations of other years, net 











Bt SEES TPES es EE ag FE eh) ESPs oe —1, 521 —1, 000 
Obligations incurred for costs of other years, net.- BAW Lesindpvnccda ala isdede ene 
Total program (obligations) -_--..-..------------- 1, 459, 586 1, 520, 062 1, 535, 000 
Financing: 

Unobligated balance no longer available.........-..-.-.-- GOIN io cinnsaens<acsplemciaqsantaess 
1959 appropriation available in 1958_._--.-.....----.------ —5, 938 i Ate FE Eee 
New obligational authority. ....-..---.-..-.-------.---- 1, 460, 000 1, 526, 000 1, 535, 000 

New obligational authority: 
Neen e BR Rar Seip “Sale SER eens saber er pS meni Snore ge 1, 460, 000 1, 481, 000 1, 535, 000 
Proposed supplemental due to pay increases...........-|...----.----.- GOI ciiinicnticdas 
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Object classification 
































1958 actual | 1959 estimate | 1960 estimate 
Total number of permanent positions...........--.--..-----.- 151 150 152 
Average number of all employees. _-..........-....--.-------- 148 148 148 
Number of employees at end of year_-........-.-.--..---..--- 150 149 151 
NG TOR Oe RE CIID oo ois inne ccna ce ctscnsccwscende 7.8 $5,53718.1 $6,323] 8.0 $6,333 
01 Personal services: 
Permanent Ee ee ee ea $1, 091, 209 $1, 177, 025 $1, 182, 442 
Positions other than permanent.-.....-.........-.-.-- RE CERT See 
LT ee ae 114, 380 107, 575 114, 575 
Total poveowel Se Vises... << sencccnccscdccncsnccsse 1, 206, 498 1, 284, 600 1, 297, 017 
a B 37, 688 40, 000 40, 000 
03 Transportation of things......- pak 1, 260 2, 000 2, 000 
04 Communication services......._- 2 9,777 11, 000 11, 000 
Penalty and registered mail_................-.-----.-- 6, 998 8, 000 10, 000 
OF Romie Gnd Uiility Sarvios... ..... ce concn ccciccccncccuncne 7, 302 7, 500 7, 500 
Oe ey NN COINNON og go ccc ec macccnaneccacapmecd 14, 482 16, 912 16, 912 
07 Other contractual services--............... 32, 057 31, 000 31, 000 
Services performed by other agencies --_ 5, 926 4, 550 4, 550 
08 Supplies and materials.................-... 23, 554 18, 020 18, 020 
bn ikkeet all) CE ie EEL, 42, 078 23, 901 23, 901 
11 Grants, subsidies, and contributions. -............-.-..... 60, 638 73, 600 73, 600 
a oc ua ckenenuoimennel 294 500 500 
DRE UE OS, ase ee 1, 448, 552 1, 521, 583 1, 536, 000 
Costs financed from obligations of other years, net (—)..------|..------------ —1, 521 —1,000 
Obligations incurred for costs of other years, net--........---- RAE ti sedcenesiehatcscantcbansacs 
I aa pe ec 1, 459, 586 1, 520, 062 1, 535, 000 














Mr. Gary. The committee will come to order. 

We will take up this morning the request of the Tax Court of the 
United States. 

The appropriation for 1959 was $1,481,000. The total including 
anticipated pay supplementals for 1959 is $1,526,000. 

The budget estimate for 1960 is $1,535,000. The increase over the 
appropriation for 1959 is $54,000, and the increase over the appro- 
priation for 1959 plus the anticipated pay supplemental is $9,000. 

In this connection we will insert pages 1, 2, 3, 4, and 24 of the justi- 
fications in the record. 

(The matter referred to follows,:) 


SUMMARY AND HIGHLIGHT OF THE CouRT’s PRoGRAM, FiscaL YEAR 1960 


The court estimates that 6,850 new cases will be received in the fiscal year 
1960. This will represent an increase of 10 percent above the 6,220 cases actu- 
ally filed during the fiscal year 1958, and equals the estimate set for the fiscal 
year 1959. A moderate decline in volume during 1956 was followed by an up- 
ward trend, in the fiscal years 1957 and 1958, that has continued into the cur- 
rent fiscal year. 

The pending caseload of the court will continue to rise during the period 
that the volume of new cases filed continue at present levels. The court entered 
the fiscal year 1959 with 12,403 pending cases, and during the first 5 months 
through November 30, 1958, shows 3,033 new cases docketed, 2,092 closed, and a 
pending caseload of 13,390 cases. If present estimates are fulfilled this year 
6,850 new cases will be docketed, 150 reopened, and 5,200 closed, with 14,203 
cases pending on June 30, 1959. With the forecast of 6,850 new cases for the 
fiscal year 1960, it may be assumed that 150 cases will be reopened, 5,400 cases 
closed, leaving a pending load of 15,803 cases on June 30, 1960. 

The court has no means of determining the causes of the variations in the 
volume of cases it receives from year to year. It has been suggested and could be 
reasonably assumed, however, that some part of the current trend is due to 
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changes made in the Internal Revenue Code of 1954 and to multiple corporation 
cases. The Commissioner of Internal Revenue has been informed of the concern 
of the court regarding the continued rise in new cases, and his cooperation has 
been sought to keep the burden of litigation within reasonable limits through 
increased attention and effect in settlement action of the Internal Revenue 
Service. 

The court has established changes in procedures which enable it to obtain more 
accurate, reliable data on the status of cases not assigned to triai calendars. Such 
information, together with the compilation of more comprehensive statistical 
data covering the disposition of litigation at its various trial sessions, has proved 
to be most effective in maintaining closer control on calendar assignments and 
developing increased disposable caseloads at the various sessions of the court. 

The scheduled trial program proposed by the court for the fiscal year 1960 is 
160 weeks, such trials to be held in Washington, D.C., and other major cities 
throughout the United States. Achievement of this program is predicated upon 
the continued availability of all the judges and the retired judges recalled for 
further full-time judicial duties. It is planned that each judge will be assigned 
the maximum number of trial sessions feasible without overloading, to assure 
prompt disposition of those cases which have been tried. Although this intensive 
program may not reduce the pending caseload, it will utilize the full potential of 
the court. 

The receipts representing collections of filing fees and fee payments for the 
reproduction and certification of court records for the fiscal year 1958 amounted 
to $65,382, which exceeded estimates by $2,882. The rise in receipts reflects the 
increase of new cases filed with the court. The estimate for fiscal year 1960 is set 
at $72,000, the total of these collections to be deposited into the general fund 
of the Treasury. 

The 12,403 cases pending before the court on June 30, 1958, involved tax liabili- 
ties or excessive profits determined at $998,450,286. The category of these pend- 
ing cases is shown in the table below: 





Tax liability 

Category Total pend- | or excessive 

ing cases | profits deter- 
mined 








Income tax cases (including secs. 721 and 722 cases).....-.------------------- | 12,339 | $910, 145, 488 
MEIAIND GNNIN 555 aca sn 505 ccachabocalece<cnuneeesueeundddakueasadect 798 


| 64 88, 304, 


Excellent progress has been made on the sections 721 and 722 cases during 
the fiscal year 1958. These are cases dealing with claims for special relief 
and refund of excess profits taxes. They involve time-consuming trial and 
adjudicative problems for the court. However, 182 cases were closed during 
the year, 4 cases were reopened, and on June 30, 1958, the pending caseload 
was 242 cases. A completion date for this type of case has been estimated 
for the end of the fiscal year 1960, and the indications are that this goal 
will be achieved. 

There are a few renegotiation cases pending before the court resulting from 
determinations of the Renegotiation Board of excessive profits on renegotiated 
Federal Government contracts. It was thought that all cases of this type 
would be cleared from the docket of the Tax Court by the end of the fiscal 
year 1960, but Congress continued the Renegotiation Board after World War II, 
and the process of renegotiation, with the result that a few new cases con- 
tinue to be filed each year. For example, 17 new cases were filed during 1958. 
The Department of Justice handles the trial of these cases for the Government 
and has assigned only a few attorneys to the work. The number of pending 
cases is declining, but slowly, and the court may continue to have a modest 
workload of these cases for a number of years. 

The total of the estimates for appropriations needed during the fiscal year 
1960 is $1,535,000. This represents an increase of $9,000 over the $1,481,000 
appropriated, and the proposed $45,000 supplemental, for the fiscal year 1959. 
Careful evaluation has been made of the court’s requirements for the fiscal 
year 1960, and it has been determined that the amount requested is the minimum 
required for efficient operation. 
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SALARIES AND EXPENSES 


Analysis of appropriations base for the fiscal year 1960 














1958 appropriation $1, 460, 000 
1959 budget estimate 1, 481, 000 
1959 appropriation in annual act 1, 481, 000 
1959 proposed supplemental (Public Law 85-462, pay increase) -~---- 45, 000 

Total available for fiscal year 1959 1, 526, 000 


Additional costs: 
Salary and terminal leave payment for a judge eligible for retire- 











ment June 2, 1960. 3, 860 

1 additional compensable day 3, 140 

04 Penalty and registered mail (Public Law 85-426) ----------- 2, 000 
Total net increase over appropriation base for fiscal year 

1959 9, 000 

Total appropriation estimate for fiscal year 1960____--_-- 1, 535, 000 


Comparison of appropriation base of 1959 with appropriation request of 1960 


Activity : Administration and adjudication: 








Fiscal year 1959 $1, 526, 000 
Additions 9, 000 
Fiscal year 1960 1, 535, 000 





Mr. Gary. We are glad to have with us today our friend, Judge 
Murdock. 


INCREASES REQUESTED FOR 1960 


Judge will you tell us why you are asking for this increase? 

Judge Murvock. Asa matter of fact, the increase is only $9,000. 

Mr. Gary. Over and above the supplemental. 

Judge Murpock. Over and above the supplemental of $45,000 which 
we are trying to get for the previous year. 

; Mr. Gary. Because of the salary increases authorized by Congress 
ast year. 

Judge Murpock. That is partly right. 

. The $9,000, I think Mr. Schoenfelder can explain better than I can, 
but it is largely due to the fact that one judge will be eligible for full 
retirement in June of this fiscal year 1960 and we have to prepare 
for retirement pay and leave. Is that right? 

Mr. Scuornretper. Yes. Retirement pay and terminal leave. The 
amount for that purpose is $3,860 from the $9,000. The other two 
items that account for the increase are the additional compensable 
day, for which $3,140 will be required, and $2,000 will be required 
to cover the increased cost of mail as a result of Public Law 85-426. 

Judge Murpock. That is due to the increase in the rates. As a mat- 
ter of fact, we were able to offset that a little bit because we can now 
use certified mail. We got permission to use certified mail instead 
of registered mail. We were required by law to send certain notices 
by registered mail. That was changed to permit the court to send 
them by certified mail, which saves some, but the increased rates on 
the regular mail is something we cannot avoid. 
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CASELOAD 


One of the things you will read in the summary and highlight of 
the court’s program for fiscal year 1960 is that our inooaring cases 
have been on the increase, I think since 1956. There had been a 
decline in 1956, and then beginning I think in 1957, and in 1958-59, 
we have had more petitions filed than had been usual for quite a 
number of years. We cannot be sure what will happen from here 
on. That is only somebody’s guess. 

Time must be allowed for the statute of limitations to run before 
the new code of 1954 begins to affect us, but with 1957-60 we begin 
to get the results of notices of deficiency that the Commissioner sent 
out at the end of the statutory period of limitations. He can extend 
those. You do not get them all at once, but each year will have its 
own quota and he may have extended some by mutual consent in 
the form of waivers and we may begin to get them a year or two 
after the statute would normally have run. Whenever you have 
new legislation you are bound to have additional litigation. 

Mr. Gary. In other words, you think the increase is attributable 
to the new tax law? 

Judge Murpock. The 1954 code, to some extent. 

Mr. Gary. That raises new questions that have not been previously 
decided and consequently increases the number of cases to go to your 
court and also to the other courts? 

Judge Mourpock. That is right. Of course—and I do not need to 
tell that to you gentlemen—only about one-third of the cases on our 
dockets are cases we will have anything to do with, the others are 
there pending settlement by the Commissioner and the taxpayer 
because they will settle, given time, about two-thirds of them. 

Mr. Gary. Compromise them ? 

Judge Murpocx. Or settle them one way or the other. 

Our docket is always misleading in the number of cases that are 
involved, but if you divided it by 3 you will find this docket at the 
present time is swollen over what I would hope it would be, speaking in 
terms of the docket as you see it with 13,000 cases pending before the 
Tax Court. When that docket is around 8,000 or 9,000 I do not see 
any cause to worry about it because we hold court in about 50 different 
cities in the United States. The Commissioner has decentralized his 
force and they have people in all these areas and they are busy trying to 
close these cases one way or another, stipulate the facts, settle some of 
the issues, and get them down to a minimum and get the cases out of 
the way. So every one of those areas can have, normally, a pretty good 
load of cases. In fact, they can get down to a point where in a number 
of cities there will not be enough to justify our going out there. 

There are cities of the 50 where we can now clean up everything 
when we schedule sessions. That is not true in New York or Los Ange- 
les. Those are the two big backlog areas we have because they are the 
largest population-wise and income-tax-wise. But in smaller cities 
there is no great pileup even with these 13,000 cases. 

We have had a change in Commissioner of Internal Revenue. The 
last Commissioner endeavored to the best of his ability to get his force 
to the point where they had confidence in their work and felt they 
could make a decision without somebody jumping down their throats. 
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Authority has to be delegated some place. However, that is really not 
our business, but it is so close to our business-we cannot help being 
affected by it. The smoother the Internal Revenue Service runs, the 
more confidence the men in a position to make decisions have of being 
backed up, the better they can settle cases on a proper basis and take 
them out of the Tax Court’s province. 

We now have a new Commissioner. I have known him, I guess, for 
30 years, and I think he is certainly well informed about the tax laws. 
How good an administrator he is he will have to show on the new job; 
he has a lot of people under him, but he has had big jobs before and we 
hope he will run the organization smoothly. 

Mr. Gary. He appeared before our committee a short time ago to 
justify appropriations for the Internal Revenue Service, and I think 
the committee was very much impressed with him. Iwas. He seemed 
to know what he was doing. He is a former Internal Revenue 
Service man—— 

Judge Murpvock. That is where I knew him. 

Mr. Gary. Having served there years ago, and since that time he 
has been practicing as a tax lawyer, so he at least should know the 
importance of getting these cases settled. 

Judge Murvock. Yes, and he has a concern for the Tax Court, too. 

The Tax Court is not a quantity producer. Our function is some- 
thing other than quantity. They have to do something in the Bureau 
4 see that we do not get swamped in this work, and I think he will 

o it. 

One of the last things that was done in Commissioner 
Harrington’s administration was something that had been con- 
sidered for a long time and finally it came to pass. Under the prior 
procedure in these tax cases, the ee sigh of the Commissioner 
of Internal Revenue were the members of the technical staff. They 
viewed the cases from an administrative standpoint and they did not 
lose jurisdiction of them when they came before the Tax Court as cases 
for possible trial. These men, who were decentralized all over the 
country like attorneys of the Chief Counsel’s office, had the last say 
about this settlement business, and there was a feeling that if the law- 
yers who had to try these cases got the say at sometime before they 
went to trial it would be a good idea. They changed their policy in 
the Internal Revenue Service to provide that, when a case is set for 
trial—and we give them 90 days’ notice before they are set for trial— 
then the Chief Counsel’s representative in the case has authority to 
settle the case. They confer back and forth at all times but if the 
gy | thinks the case is not worthy of trial he can choose settlement. 

You know, sometimes people who are not lawyers may have diffi- 
culties in weighing certain situations. Take a fraud case, it smells 
bad—most of them do—and you are suspicious. But the trial of a 
case depends on how much evidence you can produce, and if you 
cannot produce it you might as well stop. That is the type of thing 
I think will bring about more settlements between the time we set 
them for trial and when they actually come up for trial. That is 
when most of these settlements take place, not all, but once we set 
them for trial there is an urge on both sides that is conducive to 
settlement, and I think the situation will be better. 
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Mr. Gary. Judge, do you have any workload tables? 

Judge Murpock. Yes. 

Mr. ScHoENFELDER. I think you have included the narrative state- 
ment, which includes those statistics. 

Mr. Gary. What page is that? 

Mr. ScHoENFELDER. Page 14. 

Mr. Gary. No; I did not put that in. We will insert pages 14 and 
15 of the justifications at this a in the record. 

(The matter referred to follows:) 


NABRATIVE STATEMENT ON PROGRBAM AND PERFORMANCE 


The Tax Court hears and decides cases involving tax deficiencies and claims 
for refunds of excess profits taxes under the special relief sections of the In- 
ternal Revenue Code, and cases involving determinations of excessive profits 
on contracts renegotiated by the Federal Government. 

For the fiscal year 1960, the court proposes a program of 160 weeks of trial 
sessions, to be held in approximately 50 major cities. This schedule of trial 
work should result in the closing of approximately 5,400 cases. 

The actual and estimated work volume of the court is presented in the follow- 
ing tabulation : 























Actual, | Actual, Per- Esti- Per- Esti- Per- 
1957 1958 cent ! mated, cent ! mated, cent ! 
1959 1960 
Filed- - 5, 259 6, 220 18.3 6, 850 10.1 6, 850 0 
Reopened 144 144 0 150 4.2 150 0 
Closed - - 4, 645 4, 627 —.4 5, 200 12.4 5, 400 3.8 
Pending at close of year........ 10, 666 12, 403 16.3 14, 203 14.5 15, 803 11.3 




















1 Percentage increase or decrease over previous year. 


Relation of costs to obligations. The relationship is derived from yearend 
balances of selected resources and applicable adjustments as reflected in the 
following table: 





Actual, Actual, | Estimated, | Estimated, 
1957 1958 1959 1960 





Selected resources at end of year: Unpaid undelivered 
orders (appropriation balances obligated for goods 




















and services on order not yet received)..............-- $16, 547 $25, 021 $23, 500 $22, 500 
Total selected resources at end of year_.........- 16, 547 25, 021 23, 500 22, 500 
Selected resources at start of year (—). —16, 547 —25, 021 —23, 500 
Adjustments of selected resources reported at start of 
be RE RE OE IRAE LS i SEEN a Fe tl Ce Sane eee 
Increase (+-) or decrease (—) in selected resources_ 11, 034 —1, 521 —1, 000 
Costs financed from obligations of other years, net (—).. —1, 521 —1,000 
Obligations incurred for costs of other years, net........|.........--- ERODE ln ccncawasues 

















Judge Mourpock. I might tell you a little bit about that. 


As you can oy big caseload is going up, and for present purposes it 
would probably be unwise to assume that it is not going to continue to 


go up during 1960. However, I am an optimist in this field and I 
think the time will come—and I hope reasonably soon—when we 
might expect that trend to change and start down again. I do not 
think it is alarming at the moment, but it could become alarming. 
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INTERVAL BETWEEN FILING AND HEARING OF CASES 





Mr. Gary. What time elapses between the time a person files a suit 
and gets a hearing, on the average? ; 

Judge Murpocx. That is a little hard to say. The first thing, it 
depends on the pleadings. They might jockey around. The Com- 
missioner has to file an answer after the petitioner files his petition, 
and in some cases the petitioner then has to file a reply and 3 months 
could easily elapse, or more, if they get in a controversy. But I would 
say, in the normal course of events, it would be about 2 years from the 
time the petition is filed until you might expect a hearing. It depends 
upon where the taxpayer is located. In some cases, as I said, we clean 
up everything we have when we go out to a city, but in New York 
or Los Angeles it could be longer. 

However, that is not the problem that exists in civil courts because, as 
I told you a while ago, the parties are using this time to shake down 
and get some of the issues out and perhaps ultimately to settle the case 
in its entirety. If we were ready to go to trial sooner, I think we would 
lose a lot of the settlements we get. 


INTERVAL BETWEEN HEARING AND DISPOSITION OF CASES 


Mr. Gary. What is the elapsed time between the time you hear a 
case and the time you decide it? 

Judge Murvock. That varies with each judge. With some it is too 
long, I will tell you, but let me give you some of the details on that. 

In the first place, some of the parties will ask what I think is too 
long a time to file briefs. They will take at least 3 months and fre- 
Lege more to file the briefs. Sometimes, when the judges are cur- 
rent, that is a deterrent. But I would say within 3 or 4 months after 
the briefs are filed the decision would be out. There is not a great lapse 
there normally. 

ADDITIONAL PERSONNEL 


~‘ Gary. You are not asking for any additional personnel, are 
you? 

Mr. Scnoenretper. Actually, we are asking for two additional 
clerks, the authorization for two additional clerks, but we are not ask- 
ing for additional funds. We will absorb that cost. 

Mr. Gary. What is the need for the two additional clerks? 

Mr. ScHoenrevper. It is part of what the chief judge previously 
has indicated. The positions are to be located in the Office of the 
Clerk, where our work is increasing, as shown by the workload chart. 
First, there are the new cases coming in. Every new case that comes 
in multiplies itself in the number of documents that have to be proc- 
essed. It is not only the petition itself but all the pleadings that fol- 
low thereafter. 

In addition to that, the court has undertaken a procedure that 
heretofore has not existed. 

Judge Murpock. Let me explain that. 

It used to be that when we decided we were going to hold court in 
Chicago we made up a schedule for each spring and fall and so on, 
and one calendar would be in Chicago. Then the questions came up, 
what cases would we put on the calendar for Chicago. 
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The Commissioner of Internal Revenue is closer to these c natu- 
rally, then we are as to whether they are ready for trial or whether 
something else is involved, and he used to give us status reports. We 
would ask him to give us a list of cases for Chicago and we would take 
the oldest ones and put them on our calendar. 

Well, it occurred to me when I became chief judge this last time 
that we were acting partially blindfolded and we ought to ask the 
taxpayer’s opinion too, because there might be some cases the taxpayer 
would want heard that the Commissioner did not, and vice versa. 

So, 6 months before we establish a schedule we look over the list 
and write to counsel of every one and say, “There is a possibility 
this case may be set for trial in Chicago in the next 6 months,” and 
we ask how much trial time they think it will take, do they want 
it set for trial at that time and if not why not, and so on, to bring 
out everything that might be of importance. We send the same 
letter to the Commissioner of Internal Revenue. It involves more 
work, but I think it has a number of advantages. First, it gives us 
more information ; second, it is fair; and third, it alerts the parties. 

Mr. Gary. I agree with you that is very worthwhile. 

Judge Murpock. I think it is producing more settlements, and 
that is one reason we have to have additional clerical help in this 
Office to send out and tabulate that information. 

Mr. Gary. You do not ask for any change in language? 

Mr. ScHOENFELDER. No, sir. 


RETIRED JUDGES RECALLED 


Mr. Gary. How many retired judges are active? 
Judge Mourpock. Four out of five. Luther Johnson is the only 
one who is not. You know Luther Johnson. 


FEES 


Mr. Gary. I notice you estimate your fees for next year at $72,000. 

Mr. ScHoenre.per. That is based on the estimates set up on filing 
fees from 6,850 cases, plus incidental receipts. 

Judge Murpock. This consists of a filing fee in every case, and 
then if they want copies of documents we prepare them. I do not 
think we make anything out of that. 

Mr. Gary. What disposition is made of those fees? 

Judge Murpock. They are turned over to the Treasury. We do 
not see them. 

Mr. Canrietp. Judge Murdock, you are an optimist and you are a 
refreshing witness before this committee. 

Judge, how long have you been associated with Government ? 

Judge Murpock. I was appointed to the Tax Court on June 2, 1926. 
Iwas3l. Iam 6414 now. 

Mr. Scuorenreper. I think it also should be said to his credit that 
he continues to work and is losing money by doing it right now. 

Mr. Canrtexp. I believe that. Where is your home? 

Judge Murvock. I was born and raised in Greensburg, Pa. 
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RELATIONSHIP OF TAX COURT TO OTHER BRANCHES OF GOVERNMENT 


Mr. Canrretp. What is the relationship of the Tax Court to the 
Internal Revenue Service ? 

Judge Murpock. None. 

Mr. Canrtevp. The executive branch ? 

Judge Murpock. None. The only possible connection—and this 
is not in anyway official that I know of—is that instead of the Attorney 
General recommending, studying, and so forth, the nominations to fill 
vacancies, the Treasury does it. 

Mr. CanrieLp. Would you say the Tax Court comes under the 
judicial branch of Government ? 

Judge Murpock. That is a moot question because we are not in the 
judicial code. I think we should be, but we have been blocked a couple 
times when we got awfully close. I think we should get away from 
the tag of “independent agency in the executive branch of Govern- 
ment” because that is misleading. I think we have arisen above it. 
It is misleading and at times it is embarrassing. 

Mr. Canrretp. I can understand that. What is the locale of the 
Tax Court now? 

Judge Murpock. We have about half of the second floor of the 
Internal Revenue Building, fronting on Constitution Avenue and run- 
ning back about a block. 

Mr. Canrievp. It is my understanding that GSA has some program 
to place the Tax Court in a separate building ? 

Judge Murpock. That is correct. 


COOPERATION OF COMMISSIONER OF INTERNAL REVENUE 


Mr. Canrtevp. Judge, you tell us this morning that the Commis- 
sioner of Internal Revenue has been informed of the concern of the 
court regarding the continued rise in new cases and his cooperation 
has been sought to keep the burden of litigation within reasonable 
limits through increased attention and effect in settlement action of 
the Internal Revenue Service. And you, together with the chairman, 
have paid what I think is a most deserved compliment to the new Com- 
missioner of Internal Revenue, Mr. Latham, who did make a real 
impression in his initial appearance before our committee last week. 
I am of the opinion he is the type of Commissioner who will work 
closely with the men in the field, cooperate with them, and produce the 
desired result you have spoken of this morning. 

Judge Murpocxk. I am very optimistic too. I have known him a 
long time and I know he will help us all he can. 


CASELOAD 


Mr. Canrtevp. You say also in your opening statement that your 
pending workload in 1960 will be 15,803 cases, and you have indicated 
that when you have a workload of 8,000 cases you are not unduly 
concerned. 

You do not think that by June 30, 1960, your workload will be such 
that it can be eased ? 
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Judge Murvocs. Well, I am hoping that it will not develop, that 
with the new Commissioner he will have his settlements high enough 
that that trend will change. : 

At one time in the past the court had 22,000 cases pending. That 
was felt to be too big a load and strenuous efforts were made to cut 
it down, and it was cut down. 15,000 is alarming to some of my 
colleagues. I am not unconcerned about it. I think it is too bad we 
have that many cases. But on the other hand I do not know how bad 
it is, either, because if it does not keep our cases from trial for too 
long atime. Then, what is the problem? Of course there is a lot of 
revenue tied up, but the Commissioner is more concerned about that 
than I am. 

Mr. Scuornretper. Mr. Canfield, you realize, of course, that as far 
as the 1960 estimates are concerned, as the chief judge said earlier, we 
have set up our estimates substantially the same as for 1959. Your 
guess is as good as ours as to what will come in and what will be closed 
during 1960, but we used calculated guesses on it. 

We do have a ray of sunshine on this. Our 1959 guesses may be a lit- 
tle more accurate than our 1960 guesses, because it is closer. 

We have estimated that the cases filed in fiscal year 1959 would total 
6,850. In the first 7 months of this fiscal year actually 3,925 cases have 
been filed. If we were to receive for the balance of this year the same 
number of cases as were filed the last 5 months in 1958, we would get 
6,833 for the fiscal year 1959, which is only a few off our estimate. 

The ray of sunshine is this: The cases closed in the first 7 months 
of fiscal year 1959 are 3,108. If we close the same number in the last 
5 months of 1959 that we closed in the same period of 1958 we would 
close in the fiscal year 5,602 instead of our estimated 5,200, which is 400- 
plus to the good. 

We have been told by the judges and personnel attending the current 
sessions that this new procedure the chief judge described is actually 
showing a greater number of closings. 


APPEALS 


a. CanrFietp. An appeal from the Tax Court is taken to what 
court ¢ 

Judge Murpock. To a court of appeals for 1 of the 11 circuits, de- 
rp on where the return was filed. 

Mr. Canrtexp. Judge, in yesteryear you always wanted to tell us 
about some unique case. Do you have one this morning that we ought 
to know about or that we might know about? 

J es Morpock. There is one I would rather tell you about off the 
record. 

Mr. Canrtetp. All right. 

(Discussion off the record.) 

Mr. Canrietp, Mr. Chairman, I would like to make this statement 
about the chief judge. I always take my hat off to a man who likes 
his work. Judge Murdock very definitely likes his assignment, even 
though it is very trying. He came to Washington in 1926. I ante- 
dated him 2 years. I want to say to you, Judge Murdock, that your 
Washington and my Washington has never become blase tome. When 
I return here after a weekend at home I get pretty much the same 
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thrill I did when I walked through the Union Station 35 years ago 
and for the first time saw the lighted dome of the Capitol and Old 
Glory flying in the breeze. I know you feel the same way, and I 
salute you. 

Judge Murvocx. Thank you. 

Mr, Canrietp. That is all, Mr. Chairman. 


APPOINTMENT OF JUDGES 


Mr. Gary. For the purpose of the record, how are the judges of 
the Tax Court appointed ? 

Judge Murpock. They are appointed by the President. A full 
term is 12 years. If semiebody ailed to finish a term, a judge could 
be a for the unexpired portion of the term. 

r. Gary. I understand you are not appointed chief intent 

Judge Murpvock. No, I was elected. The law provides that we 
shall elect a chief judge at least every 2 years. 

Mr. Gary. The election is by the other judges? 

Judge Murvock. That is right. I was first elected Chairman of 
the Board of Tax Appeals—I forget the date—then in 1942 our name 
was changed to the Tax Court of the United States, and instead of 
Chairman the law designated the former Chairman as presiding 
judge. Then when they had some revision of the Judicial Code they 

e it uniform in all the Federal courts, including the Tax Court, 
that the judges would be called judges and the head judge would be 
called chief judge, and that is true in the Federal district courts 
now, the courts of appeals, and leaves the Supreme Court with the 
Chief Justice and Associate Justices. All the others are called judges 
and the head judge is called the chief judge. 

Mr. Gary. And how Me lew you been chief judge? 

Judge Murvock. I am finishing a 4-year term and that will expire 
with the end of this fiscal year. In 1942 our term of office began with 
November 11. That oe pes to be the date when Ben Littleton was 
age to the Court of Claims, and he was Chairman of the Board 
of Tax Appeals at that time. It was an inconvenient date and I 
voluntarily, during my term, said, “That is a poor time for the chief 
judge to begin, so I will cut my term short and end it with the fiscal 

ear.” From then on we have had the chief judge take office at the 
ginning of the fiscal year, which is July 1, and which gives him the 
summer to find out what he will do instead of beginning his term in 
the fall when everything is going full blast. So we have been on that 
basis ever since. 
APPEALS 


Mr. Streep. Judge Murdock, how many appeals normally do you 
have taken from the decisions of your court ? 

Judge Murvocs. I am not really prepared on that, but I think it 
runs around 25 percent. 

Mr. Sreep. Are those appeals usually taken on the basis of some 
fundamental question that has never before come up? 

Judge Murpock. No. From the Commissioner’s standpoint I think 
what you say would be generally correct. If he is not satisfied with 
the decision of the Tax Court and wants some policy or principle 
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established, he might take it up. But from the taxpayer’s standpoint, 
he is 7 dissatisfied and is going to have another go at it. 

A lot of cases that do not amount to —— are appealed because 
people just do not want to lose, but a number of them are very worthy 
of appeal; there is a real question involved. But I would say a sub- 
stantial number should not be appealed because there was not any- 
thing in them to start with. 

Mr. Steep. That is all. : : 

Mr. Priti0Nn. I join my colleagues in their expressions of com- 
mendation, Judge Murdock. 


Judge Murnock. Thank you. 


JURISDICTION OF TAX COURT 


Mr. Prion. This has nothing to do with the matter at hand, but 
I would like, for my own satisfaction, to have —— the jurisdic- 
tion of the court. There are tax claims by the Government against 
citizens and claims by citizens against the Government for overassess- 
ments, say, of taxes. t 

Judge Murpock. I can explain that to you if you want me to. 

Mr. Prx10N. That will not be necessary. That deals with the In- 
ternal Revenue Act. Do you have jurisdiction over tax claims involv- 
ing excise taxes ? 

Judge Murvock. No. 

Mr. Puuti0on. What is this renegotiation jurisdiction you have? 

Judge Murpock. In 1942, the Ways and Means Committee was 
struggling with what to do with renegotiation, and they wanted some 
court to have jurisdiction to hear these cases from the Renegotiation 
Board so that the parties would feel they had a fair show. They were 
debating on it. I was Chairman of the Board of Tax Appeals at that 
rasan: Po was when we changed our name, too—but I said we would 
try it and we did. 

The war situation is over and it is all settled and done. But Con- 
gress continued the Renegotiation Board, and exactly what kind of 
cases they still renegotiate I do not know. I think it is in the con- 
tracts always that they are subject to renegotiation. They renegotiate 
those, and if the Board determines that there are excessive profits, then 
they issue what they call a unilateral order and the issuance of that 
order gives us jurisdiction. 

If the contractor wants to, he may come into our court and have it 
heard de novo, the law says. There are about 60 of those cases pend- 
ing now, and I think the war cases are generally over. There may be 
one or two remaining. As a matter of fact, we are hearing one now, 
the Boeing case which we just heard out in Seattle, where $10 million 
of excessive profits were determined against the Boeing Co. in connec- 
tion with those big bombers that they constructed right at the end of 
the war. Renegotiation does not weigh heavily with us at the moment. 

Mr. Priui0Nn. No, but do the renegotiations on present contracts in- 
volve substantial sums? Are there large sums involved in the ques- 
tion of profits on present contracts which are now being let? 

_ Judge Mourvock. I can tell you the total amount which is involved 
in the 64 cases we have now—$88,304,798. Ten million dollars of 
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-that will be in the Boeing case, I know. That is a pretty big one. 
They do not average that big. 
' Mr. Prntton. Thank you very much. 

Mr. ALexanper. Judge Murdock, I, too, want to join my colleagues 
in commending you. There are a number of questions which, as a 
new member of this committee, I am interested in. Are the judges 
of the Tax Court in the same standing as a Federal district judge? 

Judge Murvock. Yes, sir; salarywise, but not termwise. 

-Mr. Atexanver. They are appointed, I believe, by the President for 
a period of 12 years. 

Judge Murvock. That is correct. 


QUALIFICATIONS OF JUDGES 


; erent: Judge, what are the qualifications of a Tax Court 
judge? 

Judge Murpock. That is not too easy to answer, Mr. Alexander, be- 
cause my own opinion about that is someone well trained in the law 
who has good commonsense and judgment. I think I can answer the 
question by telling you some of the things that I do not think are 
necessary. I do not think it is necessary that he be thoroughly ac- 
arg with the tax laws ahead of time. I can give you an example 
of that. 

We had a judge appointed from the Supreme Court of Iowa, Judge 
Mulroney. He was about 59 years of age. He had had no contact 
with the tax laws whatsoever, but he had learned how to be a judge. 
There is a lot to learn about how to be a judge. He learned all that 
in Iowa. He had been in several courts out there, including the su- 
preme court. He had been chief justice. He came here, swung right 
in and he is one of the best producers we have. He did not know 
anything about taxes. 

We have had some come in who had spent a lot of time and practi- 
cally concentrated on tax work. They have done all right, too. The 
part they had to learn was to bea judge. I would say generally speak- 
ing they are slower in getting out cases than somebody who knew how 
to be a judge before he came. Quantity production is important in 
this field. Tae not mean that you should neglect the merits of any 
case, but with equal ability as far as the opinion is concerned, some 
judge can get out 10 where another one gets out 1. 

Mr. Atexanper. Judge, do these nominees by the President for 
judges of the Tax Court have to be approved by the Senate? 

Judge Murvock. Yes. They are appointed by the President with 
the advise and consent of the Senate. 

Mr. Atexanver. Actually, have these judges been political ap- 
pointees? 

Judge Murvocs. No, not substantially. 

Mr. Avexanper. I am very much interested in what you say about 
the qualifications, because I agree very strongly with you that a judge 
of a Federal court ought to be a man who not only knows what he is 
doing but has had some judicial experience. I do not care what court 
it is, whether it is the Supreme Court or any of the Federal courts, I 
think a man who has had judicial experience looks at matters a little 
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differently than if he has been a prosecutor or if he has been a Con- 
gressman or if he has been anything else. | 
Judge Murvock. It takes a little while to get the other out of his 
mind. 
Mr. ALEexanver. That is true, and a lot of them never get it out of 
their minds. They still want to be a prosecutor, if that is what they 
have been, even after they are judges. 


CASELOAD PER JUDGE 


I want to bring up a subject which I hope is not taken in a critical 
way. <A lot of my people feel that the courts work far too short a 
period of time, particularly with the large backloads that they have. 
How many weeks a year do the average judges of the Tax Court hold 
court? 

Judge Murpock. I set the number of weeks that any judge holds 
court, and I set that having in mind how many cases he has to dispose 
of already. I try to keep him with an ample supply but not over- 
whelmed by the number of cases that he has. So it depends on how 
many he gets out in the course of a year. Some of the judges may 
have 10 weeks of hearings in the course of a year. Another might 
have only 4 or 5. 

Mr. ALExANDER. Do you not feel, Judge, that they could hold court 
a much greater period of time than that? 

Judge Murvocs. If a judge has a case which has been in his hands 
too long, I think the most important thing that I could have him do is 
to get rid of that case instead of giving him some more that will be on 
hishands, I think the best thing that can be done is to keep him amply 
supplied. There is never a time when a judge of the Tax Court does 
not have work pending. He never is through. 

Mr. ALEXANDER. I understand that, but what outside duties would a 
judge of the Tax Court have other than the studying of the cases that 
are pending before him ? 

Judge Murvock. None; no outside duties. I try to relieve him of all 
inside duties by taking them on myself. For instance, I hold a motions 
calendar. I could have any judge hold that, but I try to hold it myself 
every Wednesday. 

Mr. Atexanver. The briefs of the cases that are filed have the law 
pretty well set out on both sides, and it is a matter of the judges di- 
gesting and ruling on the matter at issue before them. That is about 
it, isit not? They hear oral argument and then make their decisions. 

Judge Murpvock. We do not have very many oral arguments. 

Mr. Atexanper. It is all in writing? 

Judge Murpocx. It is all in briefs. 

Mr. Scnornrevper. I think, Mr. Chief Judge, Mr. Alexander may 
not understand how the calendars are established. 

Judge Murpock. I think he does. 

Mr. ScHornretper. The judges do not just go out and take a case. 
A calendar of cases is established and they may come back with 15 
cases which have been tried; this represents an accumulation which 
would have to be disposed of over a period of time. 

Mr. Axexanper. I understand that. I still am very sincere. I 
may be wrong, but many people feel, as I do, that a lot of the Federal 
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courts have no hearings for 3 or 4 months in the summertime, and 
that that just ought not to be. 

Judge Murpocx. Additional hearings would not do us any good. 
As a matter of fact, I think they would slow up these judges. For 
instance, one of the best and most conscientious judges we have is a 
slow producer. What he does is good. He studies matters very 
carefully, but it takes him a long time. Some other judge, who in 
my opinion seems to be doing just as well as far as the merits are 
concerned, can get out three times as much. That is just the difference 
in human beings. 

Mr. AtEexanpeR. In other words, assigning them to court for more 
weeks would not make any difference in the outcome of the number 
of cases that were tried in a year? 

Judge Murpock. That is the feeling Ihave. Of course, if I thought 
any judge was not giving his best, I could really pile the work on 
him and let him stew under that load, but if I feel that he is doing 
the very best he can and that he is as much concerned about his low 
Soageregpet as I am, then I do not feel there is any advantage in giving 

im an additional load. Suppose he is getting out 20 cases a year. 
If I gave him 60 right away, the top of that pile would not come 
off for 2 years. If {kept on doing that, he would be deciding cases 
that were 6 or 7 years old. 

I think it better if I do not give him any more cases than he can 
reasonably dispose of within the available time. SoI will not assign 
him more calendars than I think he can handle. Other judges vary 
from what I have mentioned. We have had judges occasionally who 
have gotten out in the neighborhood of 100 cases a year. 

Mr. Gary. It depends a lot upon the type of case. 

Judge Murvock. Upon the type of case. For instance, one of the 
judges who does not work too fast happened to hit a windfall because 
he heard 1 case and 10 others it was agreed could be decided on the 
basis of that case. He gets out the other 10 pretty quickly and his 
record for the moment looks pretty good. I know that was a wind- 
fall. His steady production will be something different from that. 

Some of them get out 50 or 60 or 70 cases right now. Some of them 
get out 15 or 20. 

I would not know how the President, when he appoints a judge, 
would know how a judge will perform in that respect. I think it is an 
impossibility to estimate what they will do when they get in there. 

Mr. AvexaNnper. Certainly my criticism or thoughts along this line 
- not pointed at you or at any particular judge or even the Tax 

ourt. 

Judge Murvock. I do not think they are. If I knew some way to 
improve this, I would be eager to do it because it worries me. 

I wish that our | pence could be greater, but if I were picking 
the judges, I would not know ahead of time whether this man woul 
be a good producer or not. 

Mr. Avexanper. I certainly feel ti:at we cannot grind them out so 
many a day. 

Judge Murvock. No. 

Mr. Arexanoer. I do not advocate that sort of thing, and I would 
not want it that way. I would want to feel that our judges were 
giving their best effort. 
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Judge Murvock. They are right now. Nobody on the Tax Court 
right now is doing less than the very best he can. I have seen 50-some 
of these men come and go in this job from time totime. Some of them 
I thought did not work as hard as others. Some of them I thought 
did not work as hard as they should. But we do not have anybody 
like that right now. f 

Mr. ALexaNnper. There is not anything you can do about it, though, 
even if you think they are not putting forth an effort, is there? 

Judge Murpock. Well, I do not know. Not much. Every week we 
have a court conference. We have a bulletin board to report our 
workload on which we have posted the situation that exists. Here 
is a copy of the data cual on the board. It shows the number 
of cases pending as of the beginning of the month in the different 
categories—income, excess profits, and estate and gift in one column, 
section 722 cases in another, renegotiation in another, and the totals, 
and the cases closed. ' 

In addition to that, we have just circulated among the judges a 
report for the first 6 months of this — It shows how many cases 
each judge has produced, so every judge knows what every one of his 
colleagues is doing. 

I am the type of person that, if I saw one of my em, was 
beating me, I would try to be the No. 1 man the next time. I assume 
that the rest of them are somewhat concerned about that. Maybe 
that is a stimulus. I do not know. If there was anything I knew to 
do to stimulate them I would, but I do not believe really that is the 
problem. They are all doing the best they can. Some men just can- 
not work as fast as others as far as the end quantity is concerned. 

Mr. ALExanDER. How much research does it ordinarily take outside 
for a judge on the average case? 

Judge Murvock. That would be awfully hard to say. Some of 
these cases would not require any. Where it is purely a factual ques- 
tion you do not have to find out anything except to make up your 
mind about some fact. 

Mr. Avexanper. In other words, you believe one or the other. 

Judge Murpockx. You must come to a conclusion. There may be 
four or five different opinions as to value, and you take which one 
you as is correct. It ought not to take very long to make up your 
mind. 

But then there are some terribly complicated cases that might re- 
quire study for a month or more by anybody. For instance, I had 
the first one of these renegotiation cases myself years ago. { spent 
the best part of a month on it, not because I needed all that time to 
make up my mind, but here was the first one and it had all kinds 
of ramifications, and I wanted to make sure that I had examined and 
thought of the many different facets of that thing before I let it go. 
I was able to work a month on that. Normally, I cannot work a month 
onsomething. Ihave concluded it before that. 

Mr. Avexanper. Ordinarily you will not have more than four or 
five cases, though, that set the pattern for other cases with the same 
issue. Is that not usually true? You would not have a great number 
of those cases. 

Judge Murpock. We have novel cases come along every week. I 
would say we get at least one novel case a week, something like that. 
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You would be amazed how many different things can be thrown at 
you in this field. Somebody gets it pretty well tied up and then 
some smart fellow thinks of some loophole, and we get it. 

Mr. Atexanper. That is all I have, Mr. Chairman. 

Mr. Contes. Judge, I, too, wish to join my colleagues in compli- 
menting you and your associates on the fine record you have estab- 
lished in the Tax Court. 

Re my own edification as a freshman, is this a quasi-judicial 
y 

Judge Mourpocx. We think that we are judicial—period. We do 

not do anything that is not judicial. 


RULES OF EVIDENCE 


Mr. Contr. What rules of evidence are you bound by ? 

Judge Murpvock. We are bound by the rules of evidence that are 
applicable generally. As a matter of fact, the law, I think, has 
some provision in it about the rules applicable in the District of 
Columbia, but our rules of evidence are the same as the general rules 
of evidence. We make no distinction, no special rules. 

Mr. Scnornretper. They are the rules applicable to trial without 
jury in the District of Columbia. 

Judge Murpock. We never have any problem with rules of evidence. 

Mr. Contre. You do not? 

Judge Murpock. I never do. 

Mr. Conte. I was just wondering if you were bound by administra- 
tive law. 

Judge Murpnocx. No. That is one of the problems I was talking 
about a while ago. When they get out some law like that and we 
have this tag on us, an independent agency in the executive branch 
of the Government, then somebody is sure to insist that some other 
rules of law apply to us because of this legislation. There will be 
a period of time when there will be some difference of opinion about 
that, and then usually some circuit court comes to our relief and says, 
no, that it has nothing to do with the Tax Court. 


RETIREMENT 


Mr. Contr. What is the actual retirement age? 

Judge Murpock. If you have served on the court as much as 10 
years, there is a compulsory retirement at 70. However, if somebody 
has not served as much as 10 years and becomes 70, he can continue 
to serve until he has completed his 10 years, and then he must retire. 
The reason for the 10 years is that there are no retirement benefits 
under 10 years of service. At 24 years of service you can retire re- 
gardless of how old you are. That came to me in 1950. 

Mr. ScHornretper. You can retire somewhat earlier, Mr. Chief 
Judge. 

Judge Murpvock. You can retire earlier than that, but on a partial 
benefit basis. 

Mr. Gary. Will the gentleman yield ? 

Are the retirement provisions applicable to your court the same as 
those applicable to other courts ? 
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Judge Murvock. No. They are unique because of the period of ap- 
pointment. It is not for life. For instance, I could have retired in 
1950 with 24 years of service if I had wanted to. Then I could be 
recalled, regardless of my wishes, for as much as 90 days during any 
year. The four judges we have on retired basis now are working there 
full time. I donot know why as to two of them, because it does not do 
them a bit of good financially. Three of them were retired at lower 
salary, so it benefits them to have recall. You know Eugene Black, 
do you not? He retired when his salary was $15,000. So when he is 
recalled he gets $22,500 the same as the rest. If he were not recalled 
he would get only $15,000. The other one is Judge LeMire. He 
served past 70 in order to get his 10 years in, and he is entitled to only 
10 years retirement benefit. which would give him half retirement pay 
or $11,250. Being recalled, he gets a full $22,500. Judge Arundell 
and Judge Van Fossan have had more than 30 years apiece, and they 
were entitled to retirement as early as I was, or earlier. Arundell 
began before I did. Wan Fossan came on the same time I did. It 
does not do them any good, financially, to be recalled, but they just 
want to have something to do. 

Mr. Canrrexp. I recall our old friend, Congressman Luther John- 
son of Texas. What is his situation now ? 

Judge Murpock. He is retired on half pay because he, again, had 
to go beyond 70 to make his 10 years. He did, and he is retired on 
aa Be I do not recall him because he is not well enough to be 
recalled. 

Mr. Contr. Judge, are all your judges full-time judges? Can they 
conduct any outside practice of law ? 

Judge Murpock. No, and when they are retired they cannot prac- 
tice law, either. If I retired, I could not earn a nickel practicing law. 

Mr. ScHornrevper. Tax law, Judge. 

Judge Murpock. Tax law. 

Mr. Contr. If they serve one term and are not retired—— 

Judge Murvock. If they are on any retirement, it is my under- 
standing they cannot practice tax law and get their retirement benefit. 

Mr. Conte. But that does not hold true if they finish a term and are 
not on retirement, say a 12-year term and are not reappointed ? 

Judge Murvock. If he had a 12-year term he would be entitled to 
half pay on retirement after 10 years. 

Mr. Conte. I see. 

Judge Murvock. If somebody filled an unexpired term for 9 years, 
he would not get any retirement pay and he could do as he pleased. 

I could teach, for example, if anybody felt I could teach them any- 
pon There are certain things like that which you could do, but I 
could not practice tax law. I cannot imagine anyone wanting me to 


practice anything else. 

Mr. Scuoenre.per. Mr. Conte, the judge must retire under the Tax 
Court Judges Retirement Act for the provisions of that act to be ap- 
plicable. If the judge does not retire under that act, he is free to con- 
duct any activity he wants to. 

Judge Murpock. If you did not receive any retirement pay, you 
could do as you pleased. 
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QUALIFICATIONS OF JUDGES 


Mr. Conve. Is one of the requirements to be a judge on the Tax 
Court that you be a member of the bar and pass the bar examination 
of your particiular State? ; 

udge Murpock. I am sure it is in the opinion of the Treasury and 
the President in appointing these people, but the fact of the matter is 
that we had a man once on the original Board of Tax Appeals who was 
not a lawyer. 

Mr. Conte. Then it is not a mandatory requirement. 

Judge Murpock. It is not in the law any more than it is in the law 
for the district court or the Federal courts generally. You could have 
a lay member, but I do not think they would appoint one nowadays. 
I would hope not. 

Mr. Conte. Your jurisdiction is solely civil cases? 

Judge Murpock. Yes. We have no criminal jurisdiction. We have 
fraud cases, but the penalty is money, 50 percent of the tax. 

Mr. Conte. No incarceration, 

Judge Murpock. No. We do not even have the power to do any- 
thing about contempt. We are so impressive that we get by without it. 
Mr. Conte. Did the Charlie Chaplin case come before your court ? 

Judge Murpock. It was pending before our court, but they settled 
it. We entered an order. 

Mr. Conte. They filed a stipulation before you? 

Judge Murpock. I am sure they did. 

Mr. Conte. No further questions. 

Judge Murpock. We accept stipulations as a routine matter. There 
is no question when a stipulation is filed with us. 

Mr. Gary. Thank you, Judge. 
Judge Murvock. Thank you, gentlemen. 


Coast Guarp Station at Ocean Crry, MarYLanp 


Mr. Gary. The committee is in receipt of a statement from Repre- 
sentative Johnson of Maryland concerning the Coast Guard station 
at Ocean City, Md., which will be made a part of the record at this 
point. 

(The statement referred to follows :) 


Mr. Chairman, as the duly elected Representative of the First Congressional 
District of Maryland, I wish to express profound concern regarding the inability 
of the Coast Guard to relocate a new Coast Guard station at Ocean City, Md., 
due to insufficient funds. 

Capt. George D. Synon, Chief, Program Analysis, Coast Guard, advises that 
it is a well-recognized fact that a need for the relocation of a Coast Guard 
station at Ocean City, Md., exists. He further advises that the need for this 
project was favorably recommended by the Fifth District Coast Guard, Decem- 
ber 13, 1957, at the estimated cost of $614,000. Priority to other projects has 
kept this worthy relocation effort from materializing, and I understand that the 
estimated cost of construction is now $750,000. 

The proximity of my residence to Ocean City, Md., enables me to be fully 
cognizant of the need and value of the immediate establishment of the said proj- 
ect. Constant inquiries come to my attention demanding an explanation why 
a project of this nature with its favorable geographical location, the service it is 
able to render our State and Nation, the dire need for its relocation is relegated 
to an insignificant priority status. 
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My constituents are aware, indeed, of the fact that the 1960 budget presents 
little or no comfort to the State of Maryland and particularly to the First Con. 
gressional District. They are cognizant of the fact that $134,000 represents 
the advance in estimated cost over the span of 2 years. It appears economic 
logic predicates immediate action; it is certain the need exists now for this 


worthy project. 
Mr. Chairman, my urgent advocacy for the inclusion of this project in the 
1960 budget is relevant to realistic thinking; it is pertinent to a present need. 


Tuourspay, Marcu 5, 1959. 
UNITED STATES COAST GUARD 


REsERVE TRAINING 
WITNESSES 


A. GILMORE FLUES, ASSISTANT SECRETARY 
VICE ADM. ALFRED C. RICHMOND, COMMANDANT 
WILLARD L. JOHNSON, DEPARTMENTAL BUDGET OFFICER 


New Sire ror TRAINING ScHoou FoR Orricer CANDIDATES AND 
RESERVISTS 


Mr. Gary. The committee will come to order. 

This meeting has been called today because of the fact that since 
the conclusion of our hearings, the Coast Guard has made some fur- 
ther investigations, and is ready to report to the committee as to a 
new site which the Treasury Department considers desirable for the 
training of reservists. 

I have requested the Treasury Department and the Coast Guard 
to appear this morning to explain the situation to the committee. 

Mr. Flues, the committee will be pleased to hear from you at this 
time. 

Mr. Fivrs. Mr. Chairman and gentlemen of the committee, I 
have no prepared statement. We apologize for the Department for 
the abruptness with which this matter comes before the committee. 

As the chairman has stated, we are here this morning to discuss with 
you the matter of a new site for the training school for officer can- 
didates and reservists. 

As you know, at the present time, the officer candidate school and 
the officers’ indoctrination school, as they call it, is located at New 
London, on the reservation of the Coast Guard Academy. 

The Coast Guard is the only military service where their officer 
candidate school and Reserve training center is tied up right with the 
Academy which trains the cadets for the particular service. 

At the present time, these men who come to New London for train- 
ing are housed in wooden barracks, and the room in which they have 
to — is very limited, also. 

r. Gary. Pardon me, if I may rine you, these wooden bar- 
racks were erected during the emergency of World War II? 

Mr. Fivugs. That is correct. 

Mr. Gary. And it was to take care of the very sizable increase that 
you had at that time ? 

Mr. Fives. That is true, Mr. Chairman. 
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LIMITATIONS OF FACILITIES AT COAST GUARD ACADEMY 


The reservation for the Coast Guard Academy is very limited in 
size, as you all know. You have been there personally. We actually 
have two alternatives with regard to our officers candidate school and 
Reserve training center. One is to acquire additional land at the 
Academy to give the space that would be necessary for proper training 
facilities for our reservists. To do that would be a very expensive 
proposition, in our estimation, as the only way we can acquire addi- 
tional land is to buy into what is at present a residential area; and, of 
course, if you have to acquire houses and then tear them down and 
then build again you run into a great deal of money. 

Eventually, of course, we would have to replace these wooden bar- 
racks, at any rate. As you know, there has been some considerable 
pressure for us to do so, although that primarily has been with rela- 
tion to the wooden barracks housing a portion of the cadet regiment 
itself. However, there has been some thought advanced that we should 
also put up permanent structures for the OCS people at New London. 

Now, the other alternative is going elsewhere, find a separate site, 
just as the other services have done, where the officer candidates and 
other reservists can be trained. 

To do that, the simplest and the most economical thing would be 
to find some place that one of our sister services is vacating, releasing 
from their work, where there would be buildings already standing 
and accommodations and facilities provided for training purposes. 

We have been on such a search for some time now. I know that in 
Admiral Richmond’s statement, before this committee, when he read 
to you his prepared statement, he referred to this search for other 
facilities and in fact mentioned the very site that we are going to talk 
about a little later, as one of the possibilities. 

This search for a site has taken the Coast Guard to both the Atlantic 
and Pacific coasts and even to one place on the gulf coast. Some five 
or more possibilities have been referred to us. All of these thus far 
have been rejected as not fitting Coast Guard needs because of the 
cost of trying to adapt them to Coast Guard needs would just simply 
be too great. 

AVAILABILITY OF SITE AT YORKTOWN, VA. 


However, a site has turned up, and this is the site that the admiral 
mentioned to you in his prepared statement, which is located at 
Yorktown, Va. 

This particular facility is Navy controlled. It is the former Nav 
Mine Warfare School and it is located adjacent to the national par 
which comprises the Yorktown battle area. 

This site is of an acreage that is small enough for our purposes, 
and yet large enough to give us what we need. It has the requisite 
number of buildings on it, some of which are of a permanent nature. 
The classrooms, for instance, are fine, modern structures. The last 
building was put up as late as 1955. 

There is a very fine recreation hall on the property, which includes 
a movie theater, and although we could wish that some of the other 
structures were permanent also, like the barracks, that is the way 
it goes there. 
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There are also some five other buildings of a permanent nature. 
The quarters for officers are adequate, and the water facilities are ex- 
cellent. There is a pier running out into the river. A conservative 
estimate I believe would indicate that to replace it would cost $1 
million. It runs out to water which is 40 feet deep, which means 
that we can bring into that pier the largest vessels in the Coast Guard 
classifications. This pier is also used by the Navy as a tanker loading 
pier, and therefore we are of the opinion that the Navy will continue 
to keep it operating, and in good shape, which will reduce our partic- 
ular expense as to that pier. 

The Navy has, right next to this particular base, a tank farm for oil 
products and that is why they have this pier, for loading Navy 
tankers. 

Mr. Gary. Incidentally, a famous Englishman visited this country 
some years ago—I can’t recall his name—and wrote a book on America 
in which he said that the body of water at Yorktown was the greatest 
natural potential naval base in the entire world. 

Mr. Frvurs. Thank you, Mr. Chairman, for your remarks. 

The base could handle all foreseeable reservists’ requirements for 
a great number of years, in fact, probably I see no reason why it 
cannot do that indefinitely, because, as I say, there is room for 
expansion if that need be. 

Admiral Richmond will tell you in greater detail about this space, 
and also the work to which it would be put if we acquire it. 

At the present time the Navy is decommissioning this base. They 
have removed all of the personnel with the exception of those men 
actively engaged in the decommissioning work. When I went down 
there with Admiral Richmond to look at this base, it had already 
been pretty well ah Lt down. 

There are a considerable number of things which could be very 
advantageously used by the Coast Guard which are still there, pro- 
vided, as I say, we are going to take the base. 

Now, the deadline for the Navy getting out completely is around 
March 15. They have removed the activities of the mine-laying school 
to Charleston, consolidating it with another Navy base there. The 
only reason we have been able to hold up this business is that I had 
Secretary Anderson cal] Admiral Burke to have him personally tell 
the people at the base that this process should be slowed until we could 
get some decision on whether or not the Coast Guard would take it. 
We are right up against the deadline now, and we regret that we come 
before you people with such a deadline. 

The fact is that the deadline was last evening, but from now on, 
for every day we lose, unfortunately, something more is going to be 
gone from that base, and we think there are valuable things which 
should be retained, as I have said before. 

The big problem that has arisen in the Treasury is, if we take this 
base, how does the Coast Guard finance it? This is the thing that 
has delayed us in coming before this committee, trying to find some 
way whereby we can handle the extra cost within the appropriations 
that have already been suggested to the committee. 
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COST OF ACTIVATING AND OPERATING NEW SITE 


Admiral Richmond—and he will also tell you more later about this— 
on an estimate that can only be incomplete at this time, of course, 
but the best they could come up with at this juncture, figures that it 
will cost about $500,000 to get the base back into condition to operate 
and be ready for the first class of OCS men in July. He believes that 
the Coast Guard program will handle this $500,000 from the 1959 
appropriations so that no extra money will be needed to get this base 
into operation. That can be absorbed. The problem is what we do 
in 1960, and we assume that from 1960 on we can provide for it in the 
regular way; but in 1960, when this OCS operation and reservists 
operation would have been cut off completely from the Coast Guard 
Academy, it is estimated that the annual additional cost will amount 
roughly to $950,000, and again, that is a rough estimate. I think the 
admiral has said $940,000 and I am saying $950,000, to round it off. 

Mr. Passman. Will $950,000 be the annual cost beginning with 
fiscal 1960? 

Mr. F.ves. That is correct. 

Admiral Ricumonp. That is the increase in base. 

Mr. Passman. Do you not have a table based on present facilities 
with which that estimate can be compared ? 

Admiral Ricumonp. That is additional. That is the increase in 
base. The present cost in operating at the Academy is about $250,000 
a year. In other words, that is not the total cost of operating at 
Yorktown. It is $950,000 plus about $250,000. In other words, we 
subtracted the cost of operating at the Academy. 

Mr. Passman. Off the record. 

(Discussion off the record.) 


FINANCING THROUGH REPROGRAMING RESERVE PROGRAM FOR 1960 


Mr. Fives. Now, we have talked this matter over with the Secre- 
tary of the Treasury. We have also talked it over with the Bureau 
of the Budget and, as I say, that is the reason why we have been 
held up in coming before you. These things have been of great con- 
cern to them and they have been of great concern to us and we have 
tried to go as carefully as we could. The word that has been given 
us, of course, is that the position of the Treasury and the Bureau 
of the Budget is that there should be no supplementais to handle 
this $940,000 or $950,000 in the 1960 budget. We have already come 
before you on that budget with certain requests and there is no dis- 
position to increase those requests. 

This brings us up to the point of what we can do within the present 
program to handle this additional cost. This being a program, an 
acquisition designed for Reserve purposes, we have felt that the 
Reserve appropriation requested of $15 million would properly be 
the place that we should look to to handle this additional cost. 1] 
that is done, it would mean reprograming the Reserve program in 
the 1960 budget. 

Yorktown, if it is acquired, will be the center for Reserve train- 
ing activities, and, as I say again, that is why we properly felt it 
should be worked out within the Reserve program. 
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Now, Admiral Richmond will give you, in much greater detail 
than I can, the possible 3 on the Reserve program as presently 
set up in the 1960 year. I have been told that the impact is not too 
serious, that there will be a slowup in the number of men trained, 
if we take on this additional base. Obviously, we do not like to 
do this. We have a program before us for the Neale and none of 
us like to slow up anything. We know that there is the possibility 
of criticism of that and we also know that the program is a neces- 
sary one. We have to weigh the advantages of taking on this 
Reserve center for training against the temporary slowup in the 

rogram. In our own estimation, we feel that this is a thing that 
should be done. We feel that the Reserve program over the years 
will be substantially benefited. In fact, I would almost say “im- 
mensely benefited,” if we can have a center for training facilities 
for the Reserve people. 

I would feel that our reservists would concur in that thought, that at 
long last they are getting a place where their OCS school and their 
Reserve training school will be located, that they can look to Yorktown 
as the center of their activities. 

I point out again, the Navy has told us they have to have the word. 
This is no attempt to put the committee up against any deadline, face 
them with a shotgun decision, but if we say “A month from now we 
will take it” meanwhile the Navy will have stripped it down to a point 
where it will be a lot more than $500,000 involved to get it back in 
shape again. 


MAKEUP OF ESTIMATED ADDITIONAL COST FOR 1960 


Mr. Gary. Mr. Flues, will you tell us something about this addi- 
tional cost? What makes up this additional cost for 1959 and 1960? 

Mr. Fiurs. May I refer your question to Admiral Richmond, who 
will have the facts and figures laid out? 

Mr. Gary. Yes. 

Admiral Ricumonp. Well, Mr. Chairman, first, as Mr. Flues has 
indicated to you, this mine warfare school at Yorktown has been in 
the process of being decommissioned now for about 4 months, and, 
as indicated, they are going to lock the gates and clear out as of March 
15, unless we have acted before that time. 

That does not mean that after they do that we cannot get it; how- 
ever, as is always customary in decommissioning, there has been a 
process of taking things out. In the first place, they moved out all 
of the portable equipment which they could use at the new school 
at Charleston. That was the first step. In addition to that, they have 
used such other portable equipment as they could to fill requisitions 
of other Navy units, which is obviously proper. 

In abandoning the school, they will now go ahead and remove 
all of the permanently installed equipment. I am thinking of such 
things as galley equipment, probably even to the point of taking out 
some of the boilers, and anything else, in other words, that could be 
used in other units, will be taken out in the remaining days before they 
walk out and close the gates. 

Mr. Gary. That is, unless you take it over? 

Admiral Ricumonp. For example, we know—and in fact, this thing 


was stopped, the removal of certain athletic equipment that is in the 
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gymnasium there, because they would only move it over to Norfolk 
or someplace else to another naval unit. They have agreed that any- 
thing aig ag and anything they do not have a requisition require- 
ment for, they will leave there. That has been the action that has 
been help up, to date. At one time, even the telephone service was 
going to be left in. Now, an amount of that has already been ripped 
out and will have to be taken care of. 

Our surveys indicate that we can restore this school, bring in bunks 
and the necessary equipment, for approximately $500,000. 

Now that, I will have to confess, is a very rough estimate; but, 
nevertheless, we feel that that can be done. 

There is certain maintenance work that must be done. The Navy 
has done nothing to keep up the buildings for the last months, or 
for 4 months, since they have been getting out. 

Then, if we take it over, we would like to operate it as early as 
possible as a school, because that is the only way we can do it 
economically. 

The next class that enters will be the class that enters on the 1st of 
July. If we took it over, our objective would be to reconstitute the 
school to be able to go on the 1st of July. 

Now, obviously, that raises the question as to why it is much more 
expensive to operate at Yorktown than it is at the present Academy. 
The answer to that is very easy to give, because at the Academy we 
are operating a combined unit. Now, when we leave there, many of 
the facilities that are used for maintaining the Academy, many of 
the staff are going to stay and you are going to have to complement a 
comparable staff at Yorktown. 

The galley crew pretty much is an example. In other words, the 
present OCS men eat in the enlisted men’s messhall at the Academy. 

Now, it is true we probably have that staff complemented there to 
take care of the additional bodies, but we do not pull out all of the 
bodies to go to Yorktown. 

As an example, at the present time at the Academy we are using 
14 commissioned officers and 15 enlisted men to operate the OCS. If 
we go to Yorktown—or any other place, as far as that is concerned— 
we will need 20 commissioned officers, 80 enlisted men; or a differential 
of 6 commissioned officers and 65 enlisted men. There is a sizable 
item of cost running from $450,000 right there. 

Furthermore, we will have the maintenance—and that is the big 
item—there is about $500,000 annual maintenance which we estimate, 
including the civilian people that you have to have to keep on your 
maintenance crew at Yorktown. It costs the Navy about $500,000 
a year maintenance cost and we do not believe that we can do it much 
more economically than they have done it. 

Those two figures make up the main difference in the cost of oper- 
ating. 

Mr. Gary. Then you estimate that the entire Yorktown operation 
would cost you approximately $1,200,000, which is $950,000 more 
than the cost of operating the officer candidate school at the Academy ? 
Admiral Ricnmonp. That is correct. 

Mr. Gary. And that will be an annual cost ? 
Admiral RicumMonp. The annual increased cost will be $950,000. 
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Mr. Gary. How would that cost compare with the cost of the nec- 
essary changes that you would have to make if you leave the OCS at 
the Academy ? 

Admiral Ricumonp. Well, sir, If you recall when I testified before 
this committee, I indicated to you that even if the committee told me 
that I could have money for buildings, for new permanent buildings, 
for this officers candidate school at the Academy, that I would rec- 
ommend against it. I think, if you remember, I went to considerable 
length as to why I think it is bad to have the two schools located on 
the same site. 

DISADVANTAGES OF PRESENT LOCATION 


Mr. Gary. Will you repeat some of those reasons now, the disad- 
vantages of the present location. 

Admiral Ricumonp. As far as operating the two schools together, 
there are these disadvantages: 

I grant you I am dealing in human relationships, but nevertheless 
this isa very practical factor. 

You have your cadets there who are, by and large, high school 
graduates with maybe 1 year of college, although the great majority 
are high school. Maybe this is wrong, but I suppose after several 
years there they, shall we say, get a slightly superior attitude. 

Now then, the OCS is a 4 months’ course and the class is made up 
of enlisted men who are trying for a temporary service commission 
and college graduates who are trying for a Reserve commission. They 
are in enlisted status during their entire time at the Academy, in 
other words, being commissioned at the end of the course. They are 
there for 4 months. 

Iam speaking in generalities, I grant you, but I suppose any college 
graduate there for 4 months looks down his nose at these—what he 
feels—sophomores running around who are there for 4 more years. 
Similarly, I am inclined to feel that the boys who spent 2, 3, or 4 years, 
or are in their fourth year at the Academy now, are not too happy 
about seeing some boys, who, in 4 months, or maybe 6 months before 
they get their commission, are going to be commissioned as an officer 
in the service. 

They completely overlook—I mean objectively it can be argued— 
“Well, after all, these boys have gone 4 years to college, and there is 
an entirely different situation.” So far, we have not had any real 
friction, but I think there are little differences. They do not eat to- 
gether, they eat in separate places. You have, in effect, a caste svs- 
tem, whether you like it or not and, as I say, I think that is bad. We 
have not been happy with the situation. We have, as I told the com- 
mittee before, tolerated the situation because the OCS has been run- 
ning at less than, well, less than 100 men a class. The maximum 
capacity we presently have at the Academy is 140 in an OCS class, 
and we run three classes a year through there. We are now running 
at full capacity for the OCS and also running at full capacity, really 
— full capacity, for the Academy, because we have about 600 
cadets. 

So that, in other words, a situation which is not ideal, has been 
aggravated in the last year or so by the fact that we are running 
both systems—we are running our plant, you might say, at the max- 
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imum capacity for both; so that is why, as early as last summer, we 
started looking around for a suitable place to relocate the OCS. 

Now that situation, and rare do not want to give the com- 
mittee the idea that this is controlling, that situation has been some- 
what aggravated, in my opinion, by the unfortunate publicity over 
the so-called wooden barracks at the Academy. 

At the present time, of the three wooden barracks, two of them are 
being occupied by cadets. The third barracks is being occupied by 
these OCS boys. 

The difficulty, as I see it, is this: Come the first of September, 1960, 
when our new cadet barracks are finished, we will abandon the two 
buildings, but we will still have the OCS boys in the wooden barracks. 
As I say, that is not controlling, because, even if we go to Yorktown, 
they will still be in wooden barracks, but I think it would be a very 
unfortunate situation if a year from now or a little over a year when 
the cadets move into completed permanent barracks, yet you will have 
these other boys left in the wooden barracks. But, as I say, I think 
it would be unsound, even if the money were available, to really build 
on the Academy site. 


NEED AND ADVANTAGE OF SEPARATE TRAINING CENTER 


Furthermore, may I emphasize this: Even if we build on the 
Academy site for the OCS, we still have not answered another prob- 
lem which we have, and which I referred to, and, if I may read some 
extracts from the statement I made here on February 4, you will re- 
call I read at that time into the record, speaking about the Reserve 
as a whole, and now I am leaving the OCS per se, as such: 


We feel it is essential as the next step in the process, to divert a substantial 
portion of funds becoming available for Reserve purposes, to the acquisition 
and improvement of physical facilities for training. At the present time, re- 
servists are housed, in some cases, in the oldest and least satisfactory of the 
barracks at our training stations. They lack in many instances, adequate 
facilities for weekly drill purposes. 


This is the point I want to emphasize: 


There does not exist any central training establishment where unit training 
can be provided during the summer season. All of these matters need attention 
and correction before the Reserve, as it exists today, can be considered to be on 
a sound basis. Although the estimates before you include funds for only a very 
small portion of these needs, I may say that we are actively planning for ex- 
panded and improved Reserve facilities in future years. We believe we can 
feasibly do this by two means— 


incidentally, I am skipping some of the material— 


the second of these being by acquiring from other Federal agencies facilities 
suitable for, or which may be adapted to our uses. In this latter connection, I 
may say that we are now considering the relocation of the Officers Indoctrination 
School at New London to facilities being given up by the Navy at the former 
Mine Warfare School at Yorktown, Virginia. Our investigations are in the pre- 
liminary stage only, but if we find that we can take over the Navy school 
economically, it would be highly advantageous to move the Officers Indoctrination 
School out of New London. As you are aware, the facilities now being used at 
the Academy for training of Reserve officer candidates are crowded, inadequate, 
and substandard from every point of view; consequently, we are vigorously 
pursuing any possibility that will enable us to make a favorable change. 

Should it be possible to obtain a suitable facility at Yorktown or elsewhere, 
we would later plan on developing it to accommodate the summer training of 
reservists, as well as officer candidates, 
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that is the point I want to emphasize. Even if we rebuilt at the 
Academy, we would never use the Academy as a summer training 
center for reservists for 2 weeks active duty training, 2 weeks active 
duty training of reservists. So that the advantage of Yorktown, aside 
from simply relocating the Officers Candidate School, is that it does 
offer, in our opinion, a possible area at which we can have this central 
Reserve training area, which we have been looking for for a long time, 
with the idea of relocating the Officers Candidate School. 


NECESSITY FOR PROGRAM CHANGE 


I would only want to add this other thing, sir, that even if it were 
a question of additional moneys, either by putting it into the 1961 
appropriation or supplementals, we would still have to be here before 
you today on what I regret is somewhat of a crash basis, for this 
reason : that as far as an operational decision is concerned, I would 
still have to make it on the basis that if those moneys were not forth- 
coming, and if I were going to act on the Navy situation, I would still 
have to act on the principle that to guarantee my action I would have 
to reprogram for 1960, in any case, with the hopes that I might be 
made whole later by additional funds, or somehow. In doing this I 
would have to be assured that I would know how I was going to have 
the money to operate this thing. So that that is really the reason that 
we are here, to tel] you that if we make this decision, it is a matter of a 
program change. I do not know whether, at this point, I can assure 
you of what that program change would entirely encompass. 

As I told you yesterday, the only way we might get the money 
would be, say, to cut back 1,000 men. It may not be that many. 
There may be other ways we could adjust, but it will mean basically 
program changes. 

If we are going to do this in time to avail ourselves, you might 
say, of the greatest economy in making this move, we would have 
had to be here today, because, as you know, it is our policy—and it 
has always been our policy—to make no substantial program changes 
without fully advising this committee right at the outset, sir. 


BACKGROUND OF SELECTION OF YORKTOWN AS A TRAINING CENTER 


Mr. Gary. Will you give us some background now as to the roar 
ment of this situation which has caused you to bring the matter to the 
attention of the committee as an emergency. 

Admiral Ricumonp. As I say, we started this well over a year ago, 
with two things in mind: Looking for another site for the OCS, 
and getting away from the Academy, and also with the idea which 
has become apparent to us, that our present method of training, dis- 
trict training as we call it, 2 weeks’ active duty, was not suitable, and 
we ought to have one central Reserve training place for advanced 
Reserve training. 

Mr. Gary. That is a kind of summer encampment ? 

Admiral Ricumonp. Summer encampment for 2 weeks’ active duty. 

Mr. Gary. Such as the Army and the Navy have at the present time 
with respect to their reservists ? 

Admiral Ricumonp. At the present time, sir, for their 2 weeks’ 
active duty training, the vessel units are put aboard such vessels as 
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are available, in their particular districts—the port-security units 
do their training entirely in the district, and, unfortunately, I regret 
to say, the training is varying from district to district. 

That is the difficulty, so that this idea of having a central training 
station where they could be brought for their 2 weeks was conceived. 

As I say, we started looking around. We looked at a number 
of places and we have discounted some of the places without giving 
them too much thought. 

For example, the first place that came to mind was the Mine- 
Sweep Base at Charleston, S.C. I sent a team down to look at that 
about last August. Their views were that we could have gotten it 
very handily. There were some conflicting factors but, basically, our 
real reason for rejecting it was that the piers were in bad condition, 
the buildings were temporary, it was not ideally located, the buildings 
would need a lot of subdividing for our purposes, and it had not been 
designed as a school. That was the basic reason. But the main thing 
was that the waterfront was in very poor condition and we felt that 
we would be buying ourselves an expensive proposition. 

The old Maritime Training Station at St. Petersburg was consid- 
ered, and I think we could have gotten that. It is presently being 
occupied by several city and State organizations, and I just recently 
noted that a new college, I believe it is the Florida Presbyterian Col- 
leg, has it now. How firm their lease is, I do not know. 

The big difficulty with that is it has very little area around it and 
therefore would not have been suitable for anything but the officers’ 
candidate school. 

Another place that was considered—although this is presently be- 
ing used as a school—the old Maritime Officers’ Training School at 
Pass Christian. 

We discounted that, again for the same reason. First, it does not 
have deep water. Secondly, it would be limited to about 200 to 250 
officer candidates and no Reserve training. I mean, it would be an 
officer candidates’ school pure and simple. That would be all it would 


The next place we heard about was Dahlgren, which appealed to 
me. As you know, it is about 60 or 70 miles down the river. We 
heard the Navy had contacted all the other agencies and they had been 
telling us about these places as they came up. 

We sent a team to look at Dahlgren. The unfortunate part of 
Dahlgren is that they are only reducing, and we could have gotten 
a lot of land, but the buildings that are available, they needed to still 
run their Navy facilities there, so it would have meant building. 

The next place that came up was at Nansemond, which is about 
20 miles out of Newport News. I may be wrong in my distance. 
It was originally an Army base and it was then turned over to the 
Marine Corps. It was actually a supply base. The Marine Corps, 
however, had taken and converted a number of the warehouses to 
barracks—well, two of them, into barracks. It had a great many 
advantages. Its biggest disadvantage was it was too big. 

In the first place it was either slightly under or over, and I heard 
different stories, a thousand acres, and what we would have done with 
a thousand acres, I do not know. It had a tremendous number of 
warehouses on the place; it had a great many possibilities. 














a ww 8 


aE = 











627 


Mr. Gary. Off the record. 

(Discussion off the record.) 

Admiral Ricumonp. Congressman Hardy called me. He was 
quite interested because, as a matter of fact, as I understand it, New- 
port News would like to expand industrially into this area, but un- 
fortunately it is not in the Newport News area. 

Now, I may have this twisted, but if it is declared surplus, they 
do not get first chance at it. It will have to go through the county 
and the State, if they wanted to do it. I even dickered, very frankly, 
with the idea of maybe getting the land and maybe we could make 
some deal with Newport News to let them turn a part of it into indus- 
trial property. The bad feature was it had poor water facilities. 
Although it has wide water portage, it is shallow and sooner or later 
we would have had to put a breakwater in for small boats, and it 
would have cost more money than it was worth. As I say, the essen- 
tial facilities looked good but just too many complications were there. 

The Navy would have liked us to take it, because they had two 
large aircraft warehouses over there that are, I think, roughly, each 
of them about three blocks long. They are tremendous things. They 
do not like to see the property go, and they cannot afford to keep the 
place for Navy purposes, just for these two warehouses. They would 
like to see eh Be or some Government agency take it, so that they 
could maintain the buildings, that is, they could use the buildings, 
which would have been fine. That was discounted. 

Then someone indicated that the Navy was getting out—or it was 
indicated, let us put it that way, that the Navy was getting out of 
Corpus Christi, that is, the air station. We checked into that, but 
there did not seem that there was any way, but even if there were— 
and there was some doubt there were—that there was any way it 
could be subdivided so that the Coast Guard could take an adequate 
portion. As I indicated to you yesterday, Mr. Teague called me and 
told me about some property in California, including Fort Ord, or 
parts of Fort Ord. 

Congressman Pelley indicated that at Bainbridge Island they 
have a place that he thought was suitable, that he would like to see 
the Coast Guard get interested in it. That only came up in the last 
week, but it has a disadvantage. I think the location would be bad 
from our standpoint, not that it is in the State of Washington, but 
T mean out on the extreme end. 

Now, in December, just before Christmas, if I remember it, 2 days 
before Christmas, the Navy called up and said, or asked if we knew 
they were getting out of Yorktown, that in fact they had been get- 
ting out for several months, but this was the first time we heard 
about it. 

They have been very cooperative after we evinced an interest in 
trying to slow them up, but we were told—they also indicated they 
had to move their school—or rather, they moved their school, but had 
to get their equipment out and had to get down to Charleston. We 
sent an officer down between Christmas and New Year’s, to look at it. 
He felt this came as close as anything that we had looked at that 
would meet our requirements. Unfortunately, it was not followed 
up as actively as these others were. I was away at a conference, and 
did not get back until the 21st of January. 

Mr. Gary. You were in Europe at the time? 
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Admiral Ricumonp. I was in Europe at the time. I think it was 
the week after we got back, as soon as I read the report, I called it 
to Mr. Flues’ attention, and we—Mr. Flues, the Chief of the Office 
of Operations, and several others—went down to look at it. 

We were impressed with the fact that it did offer possibilities. 

Mr. Gary. You went down after our Coast Guard budget hearings? 

Admiral Ricumonp. No—I would have to check, but I think it 
was the week before. I think that was on the basis of the fact that I 
was interested that I took the liberty of putting in the fact that we 
were interested in Yorktown, at the time of the hearings. 

We came back and then I ordered the commanding officer of OCS 
to go down and tell me what was the minimum amount that he could 
go in there on, and operate, keeping in mind our long-range plan of 
eventually converting it to a Reserve training center, as well as OCS. 

That took a week or so. He was down there for about a week. 

Then we sent a supply officer. There was a lot of going back and 
forward with the Navy, finding out exactly what we could get and 
what we could not get, in the way of equipment. That made a lot 
of difference. 

His recommendation was favorable. We then estimated the cost, 
and then the question came up: 
: For right, if it is going to cost this much how are we going to 
o it? 

We were then faced with a very practical situation of the cost of 
reactivating it, which is one-half million dollars, and then, subse- 
quently, operating it after it was reactivated. 

As I say, none of this money had been programed any place in 
our estimates. Also, as I said, irrespective of whether we had come 
in today to ask you for new money we would still have had to be 
here to talk with you about it because even if we had a specific re- 
quest before you, I would still have to make a calculated gamble on 
reprograming, if such a request were not agreed to. 


ADAPTABILITY OF SITE TO COAST GUARD NEEDS 


Mr. Gary. Do you think this site is about as satisfactory as any 
site vou would be able to find ? 

Admiral Ricumonp. I feel it is, sir. I mean by that it certainly 
is far more satisfactory, from what I have already indicated, than 
anything we have seen to date. I cannot say, of course, that someone 
might not come up later with something. I think, though, that it is, 
for this reason: the biggest difficulty with most of the sites of the 
other services is that they do not deal in the sizes that we deal in. 
Almost invariably any site you look at that belongs to another service 
is just too big to be considered. 

Mr. Contr. Hos anyone contacted you about the Hingham Ammu- 
nition Depot in Hingham, Mass. ? 

Admiral Ricumonp. No, sir; I have not heard a thing about that. 

Mr. Conte. They are moving out to New Jersey and it is a question 
of big concern with Congressman McCormack, and the rest of the 
Massachusetts delegation, because they have a beautiful site there, 
with one of the finest piers in the country; the water is very deep 
because they have to load heavy ammunition. The Government last 
year spent $15 million worth of improvements into the Hingham 
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Ammunition Depot, and now it is going to be completely deactivated 
in June of 1960. 

Admiral Ricumonp. Well, as I say, I would not like to say that 
there are not other places that might not be suitable. 

I might say that one of the problems you are always going to find 
in any of these places—and this is one of the things at Yorktown that 
came closer to meeting our requirements than anywhere else—and 
that is that it was being operated as a school. 

For example, we do not handle our officer candidates in barracks 
in the sense of dormitory barracks. You cannot do it because they 
have to have study space. That was one of the problems we had to 
consider at Nansemond, and that was that the barracks was a typical 
dormitory barracks, and the problem was how to subdivide it into 
rooms. That is one of the advantages at Yorktown, that the so-called 
BOQ had just about the right number of individual rooms to accom- 
modate what we estimate shall be the eventual size of our Officer 
Candidate School, which is approximately 150 more than we are 
able to accommodate at the present time. 

Mr. Gary. And the Yorktown site was built as a school ? 

Admiral Ricumonp. Yes, sir; it was. I have a large aerial photo- 
graph here, if the committee would like to look at it? It shows the 
site. 

7 Gary. Let us get one or two more questions in before we look 
at that. 

Do you think this site can be operated as economically as any 
other site that you might select ? 

Admiral Ricumonp. I think so. 

Mr. Gary. Is there any possibility that the Coast Guard would 
have to give it up sabeseenatls , to the Navy? 

Admiral Ricumonp. I do not think so, because there is no reason 
to think we should, as this is not a case of their simply closing down 
the school ; they have moved the school to the Charleston Navy Yard, 
or rather, to a site adjacent to the Charleston (S.C.) Navy Yard. 

Mr. Gary. They would relinquish this to you ? 

Admiral Ricumonp. This would be our property. 

Mr. Gary. And in the event of war, in which event the Navy might 
well have to use some of the Yorktown property, if past patterns 
were followed, you would then be a part of the Navy and therefore 
the question would not arise, is that correct ? 

Admiral Ricumonp. I am quite sure it would not. I do not think 
it would be any problem. I think this is of limited value to the 
Navy, unless they use it, you might say, for the same purpose that 
they have been using it, and, as I say, since that school has already 
been moved, I see no reason, as you will see when you look at the 
chart, it is limited in area. It is not a case where you could take 
it over and turn it into a big organization. 

Mr. Gary. Mr. Flues, as I understand it, the Secretary of the Treas- 
ury is entirely in favor of this acquisition ? 

Mr. Fives. Yes. He has believed it would be a beneficial thing 
to do, and he knows that we have the situation at the Academy, and 
feels that this is a solution to that problem there. 

Mr. Gary. The Budget Bureau also has approved it, as I under- 
stand it? 

Mr. Fives. That is correct. 
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Off the record. 
(Discussion off the record. ) 

Admiral Ricumonp. Because it did involve a program change, and 
a different concept, and because of this very practical problem of 
having to make a decision against funds, that we did not have, par- 
ticularly this implication, as I indicated, of increasing our base by 
the additional operating costs, we went to the Budget. As a matter of 
fact, our first meeting was with Mr. Stans, and then we took it up 
with our estimators. 

Mr. Gary. You might show us that photograph now? 

Admiral Ricumonp. Yes. 
(Photograph is displayed for the committee. ) 


DESCRIPTION OF FACILITY AT YORKTOWN 


Admiral Ricumonp. Actually, the property itself is on this bit of 
land here. The fence, as I recall, runs up about like this here, and out 
here. This is the Navy tank farm. There is no personnel except a 
caretaker, who presently is custodian. He is lodged in these build- 
ings here. 

These are substandard quarters. By substandard I mean they are 
not Government quarters in the sense that we use it; they are rental 
quarters under the Navy setup. 

You enter here. This is the Yorktown battlefield up here. As a 
matter of fact I think, as I was told, this is the area that Washington 
brought up his reinforcements to hit the right flank of the British 
revetments. 

This is the large permanent building No. 55, I think. It is a class- 
room building. 

This is a temporary building—a wooden building, not necessarily 
temporary—this is really used by the mining school, a classroom 
building, although it is wooden. It can be utilized, and these are the 
two BOQ’s. 

This is the gymnasium-swimming pool arrangement that they have. 
This building down here is the big permanent theater that they have. 

This is the enlisted men’s barracks, these various buildings. These 
two are permanent buildings. 

This is the smaller permanent building. There are one or two others. 

Mr. Fives. You might point out the pumping system. 

Admiral Ricumonp. They have a sewage disposal system here. 
They cannot discharge their sewage into the York River. It is like 
our place at Groton, you know, where they have the same problem. 

Mr. Gary. This is the pier ? 

Admiral Ricumonp. This is the pier. This was built by the Navy 
primarily as a fuel loading pier. Right along here they have a fence. 
The Navy would retain this, which is perfectly all right, although we 
could use it if we wanted to. This is where they tieup their tankers. 
This is a double pipeline and then there is a line for aviation gas, I 
think it is, that runs under this pier. 

This is a concrete pier, in very excellent condition. It carries, as 
I understand, about 40 feet of water all the way into here [indicat- 
ing]. As you can see, it is well protected, not only for your larger 
ships that you want to tieup here, but it also has possibilities for the 
smaller vessels that you might want to use. 














we 


2, ae 








631 


There is a large crane here for lifting our small boats, if you care 
to do so. I looked over the pier pretty well. The local engineer that 
is there, that is, the Navy construction man, told me they had repaired 
it last year, such repairs as were necessary, as far as he knew, and I 
think * ca spent about $2,000 or $3,000 on it, is what he said. As far 
as he knew, there was one broken pile. Apparently somebody hit it, 
but outside of that, it was all right. 

This [indicating] is the residential area. 

Incidentally, in very bad weather they can bring their small boats 
up here and they have this developed around here as a recreational 
center, as such, and also it is for very small boats. 

Mr. Gary. What do you think the construction of that pier would 
cost ¢ 

Admiral Ricumonp. Well, it is very difficult for me to say. It is a 
long pier. Mr. Flues said $1 million. I personally believe he is prob- 
ably low. 

Mr. JoHNSON. It is very deep water. It would be a lot more ex- 
pensive with deep water. 


VALUATION OF YORKTOWN SITE 


Mr. Passman. Can you place a value on the overall facilities, in- 
cluding, of course, the buildings and installations ? 

Admiral Ricumonp. I do not think I have that figure. I am won- 
dering whether or not, if we do not take it, it will go to the National 
Park Service. 

Mr. Passman. Let us consider your permanent facilities, your 
pumping station, that may be worth millions. Can you give us an 
estimate of the probable cost if you had to put this same type of in- 
stallation in elsewhere ? 

Mr. Fivurs. You mean the replacement cost ? 

Mr. Passman. Yes, replacement cost. 

Admiral Ricumonp. I will put it this way: As you know, Mr. 
Bonner has introduced a bill to build a Reserve training station at our 
site at Elizabeth City. I have said that I do not think, with the 
ae that we would have to have there, we could do it under $10 
million. 

Mr. Passman. You are getting a facility here that would be more 
adaptable to your use? 

Admiral Ricumonp. For the Officers Candidate School you are go- 
ing to need a couple of barracks, you are not going to build a barracks 
for under $1 million to $114 million with the present building costs 
that we have. You are going to need a classroom building, you are 
going to need an administration building, and that would be the very 
minimum. I think, very frankly, for $10 million you could not build 
much of a plant. 

Mr. Gary. Admiral, you mentioned the fact that the national park 
area is very close to this and you pointed out on the map the York- 
town battlements. 

Admiral Ricumonp. That is correct. 

Mr. Gary. In addition there is a national park road running from 
this park in Yorktown up through Williamsburg, and over to James- 
town, which is a part of the national park system. 
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Admiral Ricumonp. Well, I know this is all composed on parks, 
I am pretty sure. 

Mr. Gary. Yorktown is, I think, about 12 miles northeast of 
Williamsburg and Jamestown is about 12 miles southwest of Williams- 
burg. There is a national parkway connecting the Yorktown, 
Williamsburg, and the Jamestown Park areas. 

Mr. Conte. Mr. Chairman, how long will it take to get down to 
this place? 

Mr. Gary. You can fly down there in a very short while. 

Mr. Passman. Mr. Chairman, again, geographically, this is a very 
favorable location. 





POSSIBILITY OF SPREADING OUT TRAINING PERIOD AT YORKTOWN 


Admiral Ricumonp. That is another advantage of this as such. 
It is very favorable because, you see, one of the things that we are 
hoping to do—and this is long range and this has nothing to do with 
this immediate thing, but on this training for 2 weeks’ active duty, we 
hope to spread that over a greater period than just the summer months, 
and, in fact, when the proposition was first put up to me I opposed it 
on the ground that we could not afford to support a central location 
that would, shall we say, take people just in the summertime, because 
you are running, in other words, at a peakload for 2 or 3 months and 
then for 9 months you still have your caretaker and residual staff, 
which is just money down the drain. 

So I went into it only on the assumption that we could spread that 
over about 9 months of the year. I do not think it is practical to do it 
the year around. You are not going to get many people who take 2 
weeks’ training in the middle of December or around Christmas, but 
I do think that if we can get a place where the climate is not too 
extreme, that there is no reason why we cannot run this 2 weeks’ 
active duty training say from April through November. I will con- 
fess that in looking for places we have concentrated, you might say, 
neither too far south, nor too far north, for that reason. 


EFFECT OF REPROGRAMING ON RESERVE PROGRAM 


Mr. Canrretp. Mr. Chairman, I am anything but pleased respect- 
ing some of the circumstances involved in this presentation today, and 
I am very unhappy over what will be done apparently, with the 
approval of the Treasury Department, to set back the Reserve, the 
Coast Guard Reserve program, at a time when it should not be 
prejudiced in any way. 

The climate of our day does not warrant any action of that kind, 
and I cannot conceive of the Congress approving it. 

It was only yesterday that I appeared at a Navy sea symposium at 
the Park Sheraton Hotel, and I heard Adm. Jerauld Wright, our 
NATO Navy Chief, say to an audience of more than 1,200, that “The 
huge Soviet submarine force is designed to sever North America from 
Europe, and extend the Iron Curtain up to the coastlines of the 
United States.” 

The admiral said he disagreed with those experts who believed that 
any all-out war would be a short one. He said further, “I think that 
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the Soviets, in gathering such a force, estimate that any way will be 
of sufficient duration for its profitable use.” 

The admiral emphasized his concern about possible attacks on our 
coastline. The day before, Adm. Arleigh Burke, Chief of Naval 
Operations, told the same group there was evidence of Soviet sub- 
marine activity off the US. coast, even though “none has surfaced 
and waved a flag at us,” and he elaborated on his concern about possible 
attacks on our coastline, “so if some forces,” he said, “are venturing far 
to sea and operating more and more in international waters, this”—he 
added—“adds a potential threat of a surprise missile attack from 
submarines on our coastline.” 

This is where the Coast Guard and the Coast Guard Reserve come 
into the picture—very much so. 

I wonder if it is consistent with the congressional program for 
M-day requirements that we go along with what will be an obvious and 
serious cut in Reserve manpower ? 

Mr. Gary. Will the gentleman yield ? 

Mr. CanrFiewp. Yes. 

Mr. Gary. I would just like to say this: I would like to say to the 
gentleman that I think that is entirely up to this committee. There is 
no reason why this committee cannot place in the budget any amount 
they think is necessary to take care of this project for 1960. 

Mr. Canrtetp. Good for you. 

Mr. Gary. The matter is now with the committee, and if the com- 
mittee feels that this is a good proposition and authorizes it, the com- 
mittee can appropriate any amount they see fit for the Reserve pro- 
gram. As a matter of fact, the Coast Guard does not know whether 
they are going to get the $15 million that has been requested, as this 
committee has not acted on it. This committee does not usually ap- 
propriate more than the amount requested for any activity, but it can 
do so if it deems it advisable. 

«Paes That is a very fair statement, and I am glad I 

ielded. 
r Down through the years Admiral Richmond has emphasized his 
concern about M-day requirements and has programed increasing 
strength in the Coast Guard Reserve. I could quote at length some 
of the statements he made, not only before this committee, but before 
the Brooks committee, some of which statements I used on the floor of 
the House last year. 

Among other things, Admiral Richmond said last year: 

We have almost an immediate need that requires a very strong posture on the 
part of the Coast Guard in building up its Reserve, so that we are ready to throw 
people into guarding the port areas. 

Now, speaking about the circumstances concerning the situation 
today, I think Mr. Flues was very forthright when he came before 
us, using these words: 


I apologize for the abruptness in presenting this picture today. 


He also made reference to what he called a shotgun decision. 
Frankly I did not know anything about the imminence of any require- 
ment for a decision as to remove from New London until yesterday 
afternoon. That is when I became disturbed. 

Mr. Flues tells us he does not believe the impact on the program will 
be too serious, but he admits there will be a slowup, and he goes on 
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to say, “I do not like to do this.” And the admiral follows up by 
saying that “The cutback may involve as many as 1,000 men,” as 
many as a thousand men in the new fiscal year. 


TIMING OF PROPOSAL 


Now, Mr. Flues and Admiral Richmond, this committee concluded 
hearings on the fiscal year 1960 budget insofar as the Coast Guard 
is concerned, on February 4, 1959. That is more than a month 
ago. Did you know then that you had a deadline date on this de- 
cision ¢ 

Mr. Frvurs. February 4? 

Mr. Canriretp. Yes—that was over a month ago. 

Mr. Fiures. May Admiral Richmond answer that? 

Admiral Ricumonp. I can answer that. Yes, sir; we knew that 
the Navy was going to have to get an answer from us or dispose 
of the property otherwise, at that time. We had not made the deci- 
sion then, though, ourselves, that the place was either adequate or, 
very frankly, how much it would cost. I thought—at least I tried to 
make that clear when I answered Mr. Gary’s question—that we had 
been in the process, you might say, since December, of trying to decide 
whether this was the place and, if so, what it was going to cost to 
operate it, because it is obvious when you operate two units it is going 
to cost you more money than the one unit. 

Mr. Canriexp. I asked that question because, as you know, down 
through the years, this committee has been very close to the Coast 
Guard, very close to you, and it is a factfinding committee. We like 
to know the facts, and I do not see why we could not have been told 
before yesterday afternoon, when it was indicated that a decision had 
to be made within hours, and I do not. see why we could not have 
been told some time back about the imminence of this decision dead- 
line, so that we could have gone down to Yorktown and had a look- 
see at this operation. I am, frankly speaking, a little surprised that 
we are talking today in terms of a shotgun decision, and I am in 
favor of your going down there as a new program because I think 
in the long run, it is going to pay off, but I am disturbed no end over 
what it is going to mean to the Coast Guard Reserve this year and 
next, particularly next year. 


IMPACT OF ABSORPTION OF PAY INCREASE AND REPROGRAMING ON 
RESERVE PROGRAM 


Now, why do I say that? When you testified before us on your 
budget. request this year, you told us that the increased pay for the 
Coast Guard Reserve for the current fiscal year was being absorbed. 

Admiral Ricomonp. About one-half million dollars. 

Mr. CanrteLp. For 1959. You were also going to absorb the in- 
creased pay for fiscal 1960; it that right ? 

Admiraly Ricumonp. Essentially. 

Mr. Canrrecp. That is what Mr. Flues told us. 

Admiral Ricumonp. The base was not increased. 

Mr. Canrtevp. The base was not. increased, that is right, so, you 
see, the Coast Guard Reserve is taking it, not only in 1959, but in 
1960 ; $500,000 this year, $500,000 next year: You are going to have 
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to pay for your transfer, which is what—for the current fiscal year— 
if yn go down there? You have to do some preliminary work down 
there ¢ 

Admiral Ricumonp. One-half million dollars. 

Mr. Canrietp. That is one-half million dollars, and that totals $1 
million this year, the $500,000 pay increase, the $500,000 for the trans- 
fer of facilities, and then you project almost another $1 million, $950,- 
000 to be exact, as the burden on the Coast Guard Reserve for 1960. 

Mr. Gary. Will the gentleman yield? 

Mr. CanrFieLp. Yes. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Canrrecp. When Mr. Flues was before us, testifying on the 
budget back in February, I asked him point blank: “Will this $500,- 
000 increase in pay absorption for fiscal 1960 prejudice the training 
program in any way?” and he said that he did not think it would be 
too serious, that he thought it could be handled, but we, on this com- 
mittee, know that you asked more, you asked the Bureau of the Budget 
for more than $15 million and you felt that you needed more, but of 
course, you could not get it because there were decisions made at a 
higher level that that was as much as you could get. 

Obviously, the program is being hurt, not only during the current 
year, but more seriously in 1960, unless, Mr. Chairman, this committee 
does something about it. 

I am concerned, too, you know, because of my own personal interest 
in the Reserve. And you know, too, that the Congress of the United 
States, speaking out as it did on the bill last year, was quite concerned 
about your impounding of funds, that is, by the Treasury Department, 
of $3,500,000, and sought on the floor of the House and on the floor 
of the Senate quickly to make correction. Our colleagues did not 
like the impounding business. 


SOURCES OF FUNDS FOR OPERATING OFFICERS’ CANDIDATE SCHOOL 


Now, Admiral, from what section of the appropriation bill are funds 
presently made available for the operation of the Officers’ Candidate 
School ? 

Admiral Ricumonp. The present system of operating the Officers 
Candidate School is this: Since, in effect, there are several types of 
officers there, namely, those enlisted personnel seeking temporary 
service commissions, the college graduates I referred to that were 
seeking a Reserve commission, and in addition to that we run there 
what we call an Officers’ Indoctrination School, for officers already 
in the service but who are sent there for indoctrination either in the 
merchant marine safety matters, or if they have been brought into 
the Coast Guard from the merchant marine you might say for indoc- 
trination in Coast Guard matters. 

It breaks down this way: The cost of the school is paid from oper- 
ating expenses, but for those officers who go there and get a commis- 
sion under the six by eight program, as distinct from those who get 
a Reserve commission under the 3-year program, the Reserve funds 
are paid for the running of the school for the number of officers put 
there under the six by eight program. 
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Similarly, when we move to any place—and take for example if 
we move to Yorktown—then officers, you might say, from the Regular 
service who are maintained there as part of the combined school, the 
cost for them would be paid from OE money into the Reserve fund, 
if the Reserve fund is paying the whole bill. 

In other words, the $250,000, in round figures, that I mentioned, 
is made up from money from OE and from Reserve. 


EXTENT OF CHANGE OF TRANSFER AGAINST RESERVE TRAINING 
APPROPRIATION 


Mr. Canrietp. All of this $500,000 involved in the transfer to 
Yorktown goes against the Reserve training appropriation ? 

Admiral Ricumonp. Yes, sir, for the reason—and let me make that 
clear—the reason being the only money that I have clear that I see 
that is not going to be expended in this particular year. I would 
just as soon have taken it out of OE if I knew I had $500,000 to put 
into it. It was not the question of Reserve funds. It was the only 
source. 

Just like I said earlier, we were faced with an immediate problem 
of finding the money to do this if we were going to do it. We looked 
over our appropriations and the only money that is not going to be 
expended in this year within the limits of the present portion of it, 
as I say, that would be in the Reserve fund, sir. 

Mr. Canrievp. Is it true, Admiral, that approximately 40 percent 
of the commissioned personnel now on active duty are Reserve of- 
es, — are charged to the regular operating funds of the Coast 

uar 

Admiral Ricumonp. I would say that percentagewise I am not 
sure, but that is basically correct. 

The only officers on active duty charged to Reserve funds are those 
officers, Reserve or Regular, used in administering the Reserve pro- 

m. 
“= CanrieLp. Then, ordinarily, in a transfer of this kind, the 
complete charge would not go against the Reserve training setup, 
would it? 

Admiral Ricumonp. No. 

Mr. Canrietp. You are using it because you say the funds are 
available? 

Admiral Ricumonp. That is right. 

Mr. Canrievp. And for that reason only ? 

Admiral Ricumonp. That is right, sir. 

Mr. Canrietp. Admiral, I posed the question, I think, to Mr. Flues, 
during the hearings earlier in the year, and I believe Mr. Scribner 
being here made the answer, about the authority of the Treasury 
en to make transfers, and Mr. Scribner said “There is no 
authority to do that in 1959, anyway; it was only in 1958.” 

Is there any authority now that permits transfers? 

Admiral Ricomonp. Well, this would not be a transfer, sir, as such. 


In other words, the reconditioning of this school could properly 
be paid out of the Reserve funds, or out of operating expenses. 
mean, it is entirely within the concept that you look at it as a school. 
If you look at it as a basic unit of the Coast Guard it would be proper 
to take it out of operating funds. If you look at it as a Reserve 
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facility, then it is proper to consider it this way, just as we have put 
money at Cape May out of the Reserve funds, even though we have 
also taken money, or even though we also put money at Cape May out 
of operating moneys, sir, because both types of personnel are also 
being trained there. 

Mr. Canrietp. Admiral, I sense, from what you have told us earlier 
in the day, that you propose to set up at Yorktown, besides this OCS 
school, a Coast Guard Reserve training center, is that correct ? 

Admiral Ricumonp. Yes, sir. 

Mr. Canrie.tp. Now, I think you said that any cutback in fiscal 
1960 insofar as manpower is concerned might conceivably involve 
1,000 men; is that right ? 

Admiral Ricumonp. I would say that that is the maximum amount, 
sir. Of course, if I may amplify that in this way, too, when I talked 
about cutbacks in manpower, I only used that as an example of one 
way you could reprogram to be assured at the beginning of the year 
that you knew where your money was coming from to operate. 

At this stage of the game we are talking about an indefinite 
probability. 


PRESENT SITUATION AND PROBLEMS WITHIN COAST GUARD RESERVE 


Now, there is also another angle that ought to be considered in 
this thing: At the present time in the Reserve we have a shortage of 
officers. You might say that we have a shortage of officers that ave 
basically interested in the Reserve. 

Now, you made a statement a few minutes ago that 40 percent of 
the officers on active duty are Reserve officers. That is correct. 

That comes about in this way: that at our OCS school we have 
been, for a number of years, Sonny college graduates and have 
given them Reserve commissions on the theory that they would do 
a minimum of 3 years’ active duty in the Coast Guard and then, 
of course, go on inactive duty status. 

Now, I have told this committee before—and this is a fact, actually 
I think very few of those officers as such are interested in the Reserve. 
I do not mean to malign them or anything like that, but many of them 
have come on duty to get their service obligation out of the way. 
Many of them get interested in the Coast Guard. Some have asked 
to be integrated and have integrated. Others do maintain their 
Reserve status and go into organized units and are quite active after 
they have finished their first 3 years. 

When the six by eight program came into effect we first imple- 
mented it with enlisted men. In other words, we ne in the six by 
eight program for enlisted men. Last year—and I am talking now 
about calendar years, or rather, let us make it fiscal years, because I 
think that will be better. In fiscal year 1958 we trained for the first 
time about 50 boys who were given the same training as the boys 
that are going to take 3 years, but do only 6 months’ active duty 
and drill in the organized units for 8 years. 

We have come to this because, very frankly, our Reserve officer 
force is, sooner or later, going to be a last man’s club, unless we 
do something about it, to bring in new blood at the bottom, of the 
type who join not to get their obligated service out of the way, but 
join because they are interested in the Reserve as such—I mean, people 
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that want to be Reserve officers. There may be advantages to them 
that take that program. 

This year, fiscal 1959, for the first time, we have been operating our 
OCS at maximum capacity, which is 140 men, and we have been 
allotting about 40 of those billets to the six by eight program, and 
we have just graduated the second class of six by eight boys this years. 

The trouble is that we have not enough capacity, so much so that 
our Reserve people have been, for some time, trying to push, and to 
some extent we have been doing it, although not as much as they 
would like to, to push a direct commissioning program, which per- 
sonally I am opposed to, because I feel that anybody you give a 
direct commission to is going to be a man considerably, or somewhat 
older let’s say, than the person we get in our OCS program. There- 
fore, on a long-range program we have an additional proposition of 
building up our Reserve from the officers’ standpoint, under the six 
by eight program which, very truthfully, we would not do it in 1960 
even if it is agreed to, because we do not have the money to pay the 
people if we take them aboard, but this does have the adiiitaonal 
capacity, which we do not have at the Academy. 

At the present time we are limited right now to building up our 
Reserve officers to about 150 a year through the six by eight program 
at the Academy. 

Mr. Canriretp. Admiral, I am reliably informed that the Coast 
Guard Reserve is the only military component that is being required 
to absorb the increased pay for fiscal 1959 and for fiscal 1960, pro- 
vided Congress goes ahead and approves this budget as presented to 
us. I do not like that personally. 

Now, again, I want to go back to the OCS picture: When this OCS 
school is established, say at Yorktown, are the expenses charged 
against the Reserve appropriation or against operating funds? 

Admiral Ricumonp. The primary expenses will be against the Re- 
serve appropriations, as I say, with an exchange of funds for any 
work done by the Reserve program that reflects directly to the regular 
Coast Guard. 

In other words, it will be the reverse of what is being done at the 
Academy at the present time. 

Mr. Canrrecp. Admiral, some time back you testified before the so- 
called Brooks’ subcommittee of the Armed Services Committee as to 
the goal of the Coast Guard Reserve and you indicated it was your 
plan to have a certain number on board by a given date. Can you tell 
us briefly what those commitments were at that time, and to what ex- 
tent they may have been changed ? 

Admiral Ricumonp. Well, at that time when we testified before the 
Brooks’ committee, we testified—and it is borne out by earlier hear- 
ings before this committee, that we felt that we needed an organized 
Reserve of so many men and that that would require a buildup of 
approximately 3,000 men a year until 1963. 

Now, I can tell you, sir, very frankly, those plans have been modi- 
fied, and they have been modified by several things. 

In the first place, I do not think that the original idea of having 
that organized Reserve, or having your Ready Reserve all organized, 
was sound. ‘ 

About a year ago—a little over a year ago—we started a study in 
which we felt that the organized groups—and you understand what 
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I mean when I say “organized” as distinct from “Ready Reserve,” 
there never has been any change in the total number that ought to be 
in the Ready Reserve. Everybody has agreed on that. 

Whether or not everybody in the Ready Reserve ought to be a part 
of an organized unit drilling once a week and with 2 weeks’ active 
duty, is questionable, and a year ago we did change our basic concept 
of that to the point where we have set that figure in the organized 
units at approximately half of our original group, but at the same 
time, matters outside of our control and, namely, in the other armed 
services, had an offsetting factor, as far as your source material, for 
this reason: that when we first talked before the Brooks’ committee 
and before this committee, we were talking in terms of augmenting 
our Reserves through two programs, sir, a six by eight program in 
which the boy trains for 6 months and drills for the balance of his 
8 years, and a two by six program, where the boy is on duty for 2 
years, and at that time presumably trained, or rather drilled, for 4 
years. 

Now, the other services and ourselves have abandoned, to all intents 
and purposes, the two by six program. In fact, in the Coast Guard 
we have, except for exceptional reasons, completely dropped the two 
by six program, because to me it is wasteful and, frankly, is not fair 
to have what amounts to a 2-year enlistment. 

Now if we were going to require the boys who served for 2 years 
to continue to drill for 4 years, then I would still be in favor of the 
two by six program: but, as I say, these are not matters entirely con- 
trolled by the Coast Guard, so we have been using for the last year 
the two by six program only for those people who want to get in the 
Reserve who do not meet the age standards and so forth for the six by 
eight program. In other words, this has been an exception. 

If you recall, when I testified before, up to this year practically, I 
have said that our program has been geared annually to about 3,000 
six by eights and 2,500 two by sixes. We are no longer taking the 
2,500 two by sixes, sir, but the six by eight program remains essentially 
the same. ~ 

Mr. Canrietp. But you have evidenced time and time again your 
long-time program of building up your Reserve contingent ? 

Admiral Ricumonp. Yes, sir. 


NECESSITY FOR APPROVAL OF ADDITIONAL PROGRAM 


Mr. Canrtetp. Now, having reference here to an earlier discussion 
about this transfer to OCS from New London to Yorktown, which 
involves substantial funds, is it not true, Admiral, it was your pur- 
pose as Commandant of the Coast Guard, to come before this com- 
mittee with a supplemental? I mean this being something not con- 
templated or not taken care of in your regular request for 1960? 

Admiral Ricumonp. Well, let me put it this way, sir: I would be 
the last to deny that I would have preferred to have gotten this—and 
because it is an additional program—as additional money, but I still 
go back to the statement I made earlier, sir, that even with the peculiar 
circumstances at. Yorktown, even if I had been told that you are going 
to be able to put in for a supplemental, I would still have had to come 
before this committee and say: 
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“Gentlemen, I would like authority,” in other words, “to take this 
over. We are going to have to plan, as an outside chance, in changing 
our program in order to take it over, because no matter how fast you 
gentlemen work, and so forth, I would not have money available to 
me in time to make any commitment to the Navy that I was going to 
take the thing over, sir.” 

That is the difficulty with this situation. If we are going to move, 
we have to move now. As I say, I have to give the impression of a 
shotgun proposition. Probably, what I would have said had I known, 
or had I been told that I could seek a supplemental, I would like to 
put this up on an either/or basis, sir. In other words, we get our 
supplemental ; if not, this is the only way I can guarantee it operating. 

Mr. Canrtevp. It is my understanding that you had that in mind, 
of coming down here, because it did involve new funds, it involved a 
changed program, and it did involve something not contemplated 
when you were before us earlier in the year. Now you say at the end 
of the year it could conceivably involve a cutback of 1,000 men. 

Now, this is why I say this: Give him all the credit he deserves. 
Senator Lyndon Johnson, majority leader of the Senate, speaking here 
in Washington just a few days ago, said, “The countdown is on.” A 
deadline has been set—and he was referring to the fact that Khru- 
shchev is telling us to get out of Berlin on May 23. 

Now, wherever I went yesterday, at this Navy sea symposium at 
the Park Sheraton Hotel everybody was concerned that there would 
be nothing done that would in any way prejudice our forces, Regular 
and Reserve. 

T happened to be a seaboard Congressman who is terribly worried 
about this picture today, and I do not believe that a signal or an indica- 
tion from this committee—or any segment of the Congress—that we 
are going to stand for a cutback in any program of this kind, would 
be well received by the people of the United States. That is the way I 
feel about it. 

Mr. Gary. Will the gentleman yield ? 

Mr. Canrrevp. Yes. 


NEED FOR FACILITY FOR EXPANSION IN CASE OF EMERGENCY 


Mr. Gary. Did you not state that the Academy and the training 
program are now operating at capacity ? 

Admiral Ricumonp. Yes, sir: they are. As far as the Academy is 
concerned we are well over capacity, actually, sir. 

Mr. Gary. If we should have an actual war, would it not be neces- 
sary for you to expand those facilities to take care of additional needs? 

Admiral Ricumonp. We would have to get another site, unques- 
tionably. 

Mr. Gary. You could not expand your Reserve program at your 
present site ? 

Admiral Ricumonp. Well, yes; we are spaced for throwing up one 
temporary barracks there, the one that we tore down several years 
ago, because it was too expensive to maintain, and, very frankly, in 
order to minimize the danger in the event of an emergency. 

Mr. Gary. But you would have to erect a building to expand the 
program beyond its present force ? 
Admiral Ricumonp. That is right, sir. 
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Mr. Gary. Therefore, this new site would offer you an opportunity 
to expand both your Reserve program and your Academy program 
if it became necessary, because you could use the building that is now 
housing the reservists to take care of any additional cadets that you 
might need, and you would have ample room to expand your Reserve 
forces at the new site? 


NECESSITY FOR APPROVAL OF ADDITIONAL PROGRAM 


Admiral Ricumonp. Mr. Chairman and Mr. Canfield, may I make 
one statement? I think this probably would clear up my position on 
this: 

Even on February 5, the last day we were here, if I had known what 
I know now about Yorktown, and if I had known it was going to cost 
us the extra money, and had the approval of the administration to 
have—what do you call it—an addendum item, in other words, if you 
had before you at that time an addendum item, the point I am making, 
to avoid this implication of “shotgun,” is that with the present state 
of affairs, if I had had the same story at that time to give to you and 
had before you the $900,000 I would still have been before you today 
to tell you, “Gentlemen, I have to make my decision; I have to forelay 
for this by possibly reprograming, until I know what is going to 
happen to my request.” 

Now, that is because I could not have made this decision as much as 
I would have faith in what I hoped you would do with our appropria- 
tion. 

Mr. Canriecp. I understand that, and I think that places you in a 
very difficult position. 

Admiral Ricumonp. As I say, even if this had been all cleared and 
everything else, it would still have been necessary to advise you, as 
far as my plans in making this decision, that I could not wait to 
find out what was going to happen to the appropriation, that I would 
have to do it on the basis of reprograming, if the appropriation did 
not come through as I hoped it would. 

Mr. Canrtetp. Well, reprograming is what concerns me, and I am 
pleased that there has been evidence here today, at least an indication, 
that this approach, this change in the picture, which conceivably 
could militate against the Reserve, is going to be properly appraised 
by the committee. 

Mr. Fives. Mr. Chairman, may I make an additional remark: 

As the admiral has stated, we are going to be emphasizing a better 
training program than has been available to our Reserve program 
heretofore, if this base at Yorktown is acquired. In other words, there 
is going to be a gain in the quality of the training of our reservists 
as this base gets into operation. 

Now, that is a factor which we should not lose sight of, and I 
must say again that although there could be some sacrifice in the 
present training program from the standpoint of number of bodies 
in it, that is, if Yorktown were acquired, still the long-range benefits 
to the Reserve are such that we believe the base should be acquired. 

In saying that, I also want to emphasize for the record—and I do 
so knowing that there may be some criticism of my making that 
statement, the Treasury Department does not recommend that any 
supplemental money be voted for this purpose. I cannot speak for the 
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Bureau of the Budget, but their action has always been indicated by 
Admiral Richmond. We have a tight situation financially to face, 
as well as any military threat, and we are trying our best to keep our 
expenditures down, and we have felt that we are in no position to 
come before this committee and ask for a supplemental. 

Mr. Gary. Well, Mr. Flues, I think I can assure you, sir, that re- 
gardless of what this committee might do with this item, the Treasury 
Department appropriation will not exceed the budget request. I 
think you can count on that, sir. 

- Off the record. 

(Discussion off the record. ) 

Mr. Canrretp. I would like to say, Mr. Chairman, that while that 
may be true, I myself have the very definite feeling that because there 
is a very, very high military priority to this Reserve program, that 
the committee will take the proper action regarding that item, and I 
go back to your earlier statement, Mr. Flues, in which you said, 
amongst other things, that you did not want to do this, what you 
are doing today, that you did not want to do it. I believe you told 
us the truth when you said that. You did not want todoit. Speaking 
personally, I do not want to see you do it. 

Mr. Passman. Mr. Chairman, I am going to vote to cut every ap- 
propriation on which I have a vote, even if it should be for my own 
salary. But that has nothing to do with the matter here. This is 
my 11th year on this subcommittee and I have carefully observed 
Admiral Richmond, originally Captain Richmond; and if there ever 
was a person before this committee who should be given his requests, it 
certainly would be Admiral Richmond. He is cautious, careful, con- 
siderate, conservative, and conscientious. 

I would place Admiral Richmond’s military judgment at the highest 
level. If his assurance to this committee is of such nature that he be- 
lieves this matter can be carried through without any great damage 
to the program, I am going to support his position; therefore, I 
should like to have his assurance about several matters. 

You are going to have to face this situation sooner or later. It is 
a program that is yours, the decision is yours; and whether it is this 
year or next year, you are going to have to enlarge your facilities 
either at this place in Virginia or at some other place, are you not? 

Admiral Ricumonp. That is correct. 

Mr. Passman. Do you think this can be accomplished at this time 
with as little damage to the Reserve program as in any year in the 
forseeable future ? 

Admiral Rroumonp. I would say “Yes, sir.” Of course, if it were 
a place that you were going to recondition and it were an accepted pro- 
gram budgetwise, all the way up through, it could be accomplished, 
you might say, at some future date with no damage to it. 

Mr. Passman. For all practical purposes, you believe you can do 
this without any great damage to the Reserve program ? 

Admiral RicuMonp. Yes. 


STRENGTH OF THE RESERVES 


Mr. Passman. What is the total number of reservists at the present 
time? 

Admiral Ricumonp. In the Ready Reserve, about 26,000. Do you 
have those figures, Mr. Johnson ? 
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(Discussion off the record.) 

Admiral Ricumonp. There must be about 36,000 officers and enlisted 
men for the end of fiscal year 1960. 

Mr. Passman. And the total number for which you might have to 
delay the Reserve training program would amount to approximately 
1,000 2 

Admiral Ricumonp. Well, that would be the maximum. As I say, 
that was a simple explanation of how it would vary the program. I 
do not know that it actually would be anybody. 

Mr. Passman. It may not amount to any, but the very maximum 
would be 1,000. 

Admiral RicuMonp. Yes. 

Mr. Passman. Now, let us break this down to a percentage basis. 
What would that be? 

Admiral Ricumonp. I think this would be a more critical point. 
What I said on February 4: 

Depending on the enlistment rate in the so-called 6- by 8-year program, and the 
possibility of having to divert funds into the relocation of the Officers Indoctri- 
nation School, we should have about 16,000 persons under training by the end 
of 1960, so that the maximum effect would be to have 15,000 instead of 16.000 
under training in 1960. 

Mr. Passman. I understand “under training.” 

Admiral Ricumonp. This is not Ready Reserve. The other figure 
was Ready Reserve. 

Mr. Passman. That is a small percentage of the total. 

Admiral RicumMonp. You see, this is a very difficult thing to analyze 
in this respect. 

We have told you we are going to take 3,000 people in training in 
1960. Well now, we could have gone ahead and done this and still 
meet our obligations. That 3,000 presumably is spread on an equal 
monthly quota. It is not exact. But I mean, in other words, at the 
rate of, say 250 a month, it would come to that. 

Well, I could still do this and still get my 3,000 if I wanted to run 
at a lower rate for the first months and take them on at a higher rate 
in the last months. 

So it might, in actual numbers, when you talk in terms of numbers, 
it might be that you can come up with any answer you want to. It is 
the old story about statisticians, sir. 


ADVANTAGE OF ACQUIRING YORKTOWN SITE IMMEDIATELY 


Mr. Passman. In effect, you are being given an opportunity to ac- 
quire a facility that is almost made to order for this program, and at 
almost no cost to the Goast Guard ? 

Admiral Ricumonp. That is correct. 

Mr. Passman. And if you do not exercise your option, if we may 
borrow that word, within a matter of days, then this made-to-order 
facility that could be transferred to you without cost will be lost; 
is that correct ? 

Admiral Ricumonp. Let me put it this way: It could be lost and 
it may not be. Even if we get it at a later date, it certainly is going 
to be a much more expensive proposition this other way. 

Mr. Passman. This 1s with the possibility that it could be lost ? 
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Admiral Ricumonp. It could be lost or, let us say, we decide to take 
it and ask for it in the 1960 funds. The money would not be avail- 
able until 1961. A lot of these are wooden buildings. In July, 1960, 
in other words, in 15 months, it is going to take an awful lot of money 
to put it back in condition. It has taken a lot of money now to put 
it back, even when the Navy is in the process of taking it down. Let 
it stand idle for 15 months and it will cost you a lot more money. 

Furthermore, if we do not start until the first of July, 1960, we 
will not get the first class at the earliest until 6 months or more after 
that. 

Mr. Passman. Taking this facility in a good state of repair, you 
would be enabled to start classes on July 1? 

_ Admiral Ricumonp. That is right. That would be our objective if 
we do it now. 

Mr. Passman. That isall. 

Mr. Steep. Admiral, I, too, have the utmost confidence in you and, 
in my opinion, you have made a case here today for something that 
is very reasonable and practical, and I am going to support you. 

Now I would like to go off the record. 

(Discussion off the record.) 

Mr. Contre. Admiral Richmond, if you go through with this York- 
town proposal, will this eliminate all of the wooden barracks in Con- 
necticut by September of 1960? 

Admiral Ricumonp. Yes, sir. Let me put it this way, none of 
them would be occupied—whether they actually will be torn down 
by the end of 1960, I could not state at this time. 

Mr. Contr. There will be no further use for them? 

Admiral Ricumonp. There will be no further use for them. 


CONDITION OF QUARTERS AT YORKTOWN 


Mr. Conrr. In Yorktown you mentioned some temporary quarters 
and permanent quarters. Now, are there sufficient permanent quarters 
to take care of your program now and in the future? 

Admiral Ricumonp. No, sir. The personnel will be barracked in 
the temporary buildings, and most of the living quarters will be 
wooden, temporary buildings, but I do not think that that in itself 
is reprehensible, because they are in a good state of preservation. 

You see, one of the big problems we have at the Academy is the 
increasingly high maintenance cost. of those barracks, because they 
are getting more and more expensive to keep up. 

Mr. Contr. What I am driving at is this: if this does go through— 
and IT am reserving my judgment on it—if we do go through with 
this will we have parents of reservists writing to the Congressmen 
about these wooden barracks, that they are firetraps, et cetera, such 
as the pressure-type correspondence we have been getting ? 

Admiral Ricumonp. No, sir; I do not anticipate that for this 
reason: that, very frankly, this pressure you are getting, I regret 
to say, comes not primarily, at least, from the parents of the Reserve 
officers up there, the Reserve training people. 

Mr. Conte. It isreally coming from the cadets? 

Admiral Ricumonp. It comes from the cadets; yes. It started on 
another base. In other words, there is not a service that does not 
at the present time have personnel in wooden barracks. The situa- 
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tion at the Academy is bad, as I say. The buildings are in poor 
shape. That is the first thing. Furthermore, there is another feature 
that to me is much more dangerous at the Academy than, you might 
say, just the fact that one building might catch fire. There is ade- 
quate service there, but because of the size of the place the buildings 
are so close together that if you happened to get a fire, a fire on a bad 
night in New London, you could have a very bad situation. As a 
matter of fact, when the chairman asked me to expand my facilities, 
even though I mentioned there was 2 vacant spot, actually that build- 
ing was torn down because at that time we did not need the space, 
and the four barracks were in a close quadrangle, so we were goi 

to cut out two diagonal buildings, but before we got the secon 
building down, the Academy requirements had expanded to where we 
could not do it. 

In other words that was an attempt, you might say, to minimize 
the danger of a fire spreading. So I think that is one of the dangers 
of the Academy above just the fact that they are wooden barracks. 

Mr. Gary. Will the gentleman yield? 

Mr. Conte. Yes. 

Mr. Gary. Is it not a fact that the wooden buildings down there are 
in good condition and are temporary only in the sense that they are 
wooden buildings ? 

Admiral RicomMonp. Yes—wartime. 

Mr. Gary. And a large percentage of the people in the United 
States are living in wooden buildings now. 

Admiral Ricumonp. That is correct. 

Mr. Gary. You go into some sections and there are very few 
people that have brick buildings, and these people consider these 
wooden buildings as permanent homes. 

Admiral Ricumonp. Universities all over the country have the 
same thing. 

Mr. Fivurs. I might add one thing. At New London, when this 
building was still standing, that the admiral mentioned as bein 
torn down, and one other building that is still there, they were ‘seated 
approximately 100 to 150 feet from private homes, which private 
homes are close to the wire fence of the Academy, so that you not 
only are having the problem of the barracks being close to one an- 
other, but close to private property which could conceivably catch on 
fire, if you had a bad night. 

Admiral Ricumonp. Or, similarly, a fire starting over there could 
spread to you. I mean it is just a bad situation. I mean it is easy 
to win the game, you know, on Monday morning. I now question 
the advisability of the decision that was made during the war, of ever 
locating the Reserve Officers’ Training School at the Academy, but 
at that time I guess it looked like the only idea—and a good idea— 
as it turned out from the Academy standpoint it has been the only 
way we have been able to operate the Academy on a basis, roughly 
twice of what it was designed to accommodate. 

In other words, I told the committee before, the Academy was 
built for 200 cadets with a possible expansion to 300, but we are now 
operating with 600 cadets. 

Mr. Gary. Off the record. 

(Discussion off the record.) 
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Mr. Conte. Admiral, even if you do make this move, you are going 
to require a new gym and a new auditorium, and a recreation hall 
and a new fieldhouse, are you not ? 


CONSTRUCTION TO BE NEEDED AT YORKTOWN 


Admiral Ricumonp. Yes, eventually, but I would tell the commit- 
tee again, as I told it before, there are a lot of other needs in the 
Coast Guard, as far as I am concerned, which are a lot more pressing 
than a new auditorium, a new fieldhouse, and a new gym at the 
Academy. 

Mr. Conte. Of course, if this unit was all in one area, and if you 
could come by the available land in New London, you could save on 
the cost of operating two gyms and two fieldhouses and two audi- 
toriums ? 

Admiral Ricumonp. Yes, that would be possible, but I think there 
is some doubt about that. You still have the advantage of, as I say, 
two diverse institutions working on the same plant and, again, as far 
as the Academy at New London, it just will not be practical, I mean, 
thinking of the plant layout and the surrounding property. 

Mr. Conte. There is no available property within the area? 

Admiral Ricumonp. No, sir. 


EFFECT OF REPROGRAMING ON RESERVE STRENGTH 


Mr. Contr. Now, Admiral, getting back to this alarm that is pre- 
vailing in the Congress—and maybe throughout the United States— 
and of which a great deal has already been said this morning— is this 
program, changing your area to Yorktown, in any way going to 
hinder your Reserve strength at the present time and are we en- 
dangering our national security ? 

Admiral Ricumonp. You mean right at the present time, sir? 

Mr. Conte. Yes; if this goes through. 

Admiral Ricumonp. As I say, if I am forced to cut down on the 
number of people being trained next year, if that will be the eventual 
answer, that will mean that instead of coming up to the 16,000 level 
in the organized units by the end of 1960 we will probably be some- 
where around 15,000. To that extent, yes, it would affect that. 

Mr. Contr. Does the Coast Guard play the same role in our na- 
tional security and defense, in view of the fact we are living in a mis- 
sile age, in an atomic age, as it did 10 years ago? 

Admiral Ricronp. In some ways, more. I would like to go off 
the record at this point. 

(Discussion off the record. ) 


EFFECT OF TRANSFER ON ACTIVITIES AT NEW LONDON 


Mr. Contre. Admiral, getting back to New London, if you make 
this move to Yorktown, will it decrease your activities in New London 
merely in the Reserves and officers’ candidate school ? 

Admiral Ricumonp. Yes, sir. 

Mr. Conte. There is no plan in the Coast Guard, or anything in the 
future plans of the Coast Guard, for eventually moving out of New 
London entirely ? 
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Admiral Ricumonp. Oh, no. No, sir. We have a very fine unit u 
there, and I hope you and those members who have not visited it will 
visit it. We have a very fine school there. As I say, it was designed 
for far less than we are presently training there, and we do have cer- 
tain permanent needs that fit into the proper place, as far as I am 
concerned, of the overall Coast Guard needs. But we have, I think, 
a very beautiful Academy, very efficient Academy, and as far as any 
foreseeable need that I can imagine, why it ought easily to be ade- 
quate for anything that we would want as far as regular training of 
cadets. 

Mr. Contr. I asked you that question for a purpose, because of the 
Hingham Ammunition Depot, which spent $15 million last year for 
improvements and this year the Navy decided on abandoning the 
ammunition depot and transferring their operations to my good 
friend’s State of New Jersey. That is really a waste of the taxpayers’ 
money. 

Mr. Canrrevp. Off the record. 

(Discussion off the record. ) 

Mr. Atexanper. Admiral, I certainly have the very highest regard 
for your judgment, and have had through the years, since I have 
known you. 


LONG-RANGE EFFECT OF REPROGRAMING OUR RESERVE PROGRAM 


I wanted to say this: that I think we are living in most dangerous 
times, and I take it from what you have told us this morning that 
you have weighed the advantages and the disadvantages of moving 
this Reserve training program from New London to Yorktown, and 
that even though there is a maximum effect of cutting down, possibly 
some 1,000 reservists, that in the case of an emergency, you feel that 
would still be better for us to have these facilities and have them 
operating at Yorktown, than to continue to operate as we now are 
with your two facilities at New London. Isthat correct? 

Admiral Ricumonp. That is correct. In other words, as I see it, 
it is a case of accepting or possibly accepting a temporary setback for 
long-range gains, sir. 

Mr. ALexanper. How long do you think this temporary disadvan- 
tage or setback would last? Would it be for a period of 8 months or 
possibly a full year? 

Admiral Ricumonp. Let me put it this way: As I explained earlier, 
in actual bodies, at the end of the year, even with their money, by 
altering the program, we get into this thing and find out how we are 
going to adjust, and it might come out with the same end result. Of 
course, that would be controlled by another factor, which is what my 

ase is going to be for the succeeding year, because, I cannot take the 
perfect example; as I indicated we are going to take 3,000 or more 
over the year at the rate of 250 a month. Assuming I could get them 
on the 30th of June, I could take 3,000 people aboard on the 30th of 
June and not spend a penny in 1959 on any and still do everything 
that I have told the committee that I was going to do, which was to 
come out with an ultimate figure at the end of the year, of so many. 
Now, that is the difficulty when you start talking in bodies. Now, of 
course, assuming I could get any 3,000—and, of course, I am dealing in 
extremes only to make a point, on the last day of the year—I would 
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still have to know that I could pay them in the following year, because 
it would be a question of what my 1961 appropriations would be be- 
fore that. 

So all I did, in using this 1,000 possible cutback, was on an average 
basis, across the year. That is one way of adjusting my program, 
at the beginning of the year, so I am assured I am going to have 
enough money—and this is on the assumption that the money we 
requested is going to be available, so that I am going to have 
enough money to operate throughout the year, because I cannot at 
the outset of the year operate on a deficiency basis without violating 
the law; soI have to have a plan that shows me this. 

In other words, on the 1st of July, whatever appropriations I 
have, I have taken on an additional burden, so I have to know ahead 
of time how I am going to pay for it one way or the other. 

So, I could not really answer you specifically. It could mean a 
setback of 1,000 for as much as a year. I will put it that way. It 
might be a permanent loss if I never was able to obtain the funds to 
make up the loss. 

Mr. Avexanper. I am very much interested in your Ready Reserve, 
and to know that they are adequately trained, but, if I understand 
your recommendations in the longrun, this would be to the advantage 
of the Reserve ? 

Admiral Ricumonp. I think it would, sir. 

Mr. ALexanper. Very well. Now, Admiral, do any of the other 
academies, Navy, Air Force, and so on, train their reservists at the 
site of the Academy, sir? 

Admiral Ricumonpn. No, sir; they do not. They do not even train 
their officer candidates at either Annapolis or West Point. 

Mr. Avexanper. Being from North Carolina, I was interested in 
the request for the Reserve center at Elizabeth City. I take it it would 
have to be built as a new operation, if it were built there? 

Admiral Ricumonp. That is correct. 

Mr. Avexanvrr. Of course, I would say that it would be a fine 
place for it to be, but considering all the facts that you have already 
explained on your operation at Yorktown, I will have to yield to my 
friend from Virginia. 

Mr. Passman. Would you yield there? 

Mr. ALExANDER. Yes. 

Mr. Passman. We were talking in terms of about $950,000, were 
we not 4 

Admiral Ricumonp. Yes. 

Mr. Passman. I wonder how long the Army or the Navy or the 
Air Force would spend discussing such an important facility where 
only $950,000 was involved ? 

Mr. CanrFietp. Will you yield? 

Mr. Passman. Yes. 

Mr. Canrietp. As our distinguished chairman, Mr. Gary, stated 
so well, at the full Appropriations Committee meeting some weeks 
back, when Secretary Anderson and Budget Director Stans were 
before us, we know of no agency of the Federal Government more 
economically operated than the Coast Guard. 

It is too bad they have to take the onus every time when somebody 
has to be hit. 
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Mr. PassMan. It is a recently documented fact that in one foreign 
nation, a recipient of our military aid funds there had shipped to that 
nation for 1 year sufficient truck tires to provide for 40 tires for every 
truck in the country. 

Mr. Gary. Gentlemen, thank you, and I will ask the committee 
tostay for a few moments. 

Mr. Conte. If I may, I would like to take issue with my colleague 
from Louisiana. 

I want to commend the admiral—and I think he is doing a tremen- 
dous job—I think as far as I am concerned, it is one of the finest 
branches of our Armed Forces, but also, as an elected official I feel 
it is my duty to scrutinize any—and I don’t care how small or how 
large it is—appropriation, when it comes before this committee. 

Mr. Gary. I thoroughly agree with the gentleman, but I do want 
to say it goads me, as I have said on several occasions that we are 
fighting over a few thousand dollars for the Coast Guard, to give them 
necessary facilities, whereas the Air Force Academy is spending 
hundreds of millions of dollars in Colorado and nobody seems to raise 
any serious question about it. 

Mr. Passman. I certainly hope the gentleman will understand that 
I was not taking issue with his position. However, there is such a 
contrast between operations of the Coast Guard and the manner in 
which the other services operate I could not help but say something 
for the record. I commend the gentleman for the manner in which he 
examines the witnesses. If the matter at issue were a question of per- 
haps only a case of soap, I, myself, would want to know whether the 
need was for a full case or half a case. So I in no way meant to impugn 
the manner which my colleague used in examining; but this particular 
contrast is so great that, having been on this subcommittee so many 
years and then handling the foreign aid appropriations, I felt im- 
pelled to say something about it for the record, because we are dealing 
here with a few hundred thousand dollars, as contrasted to billions 
and billions of dollars in the other services. 

Mr. Gary. I would not have this subcommittee one whit less con- 
cerned about the expenditures or one whit less economy minded, but 
I would like to see similar standards applied to other armed services 
expenditures. 

Mr. Contr. I agree with you, Mr. Chairman. 

Mr. Canrtetp. Admiral, just in summary, it is our understanding 
that if you were accorded no relief or no additional assistance in 
this committee, you would, in 1960, be obliged to accept an addi- 
tional $500,000 in absorption ? 

Admiral Ricumonp. 1960 or 1959? 

Mr. CanFretp. 1960, would you have to absorb $500.000 for in- 
creased pay, plus $950,000 for this implementation of this program ? 

Admiral Ricumonp. That is right. 

Mr. CanrteiD. Which would total $1,450,000. 

Admiral Ricumonp. When you say “absorb,” I would like to 
clear this up. 

The program that was put to you on February 4 is geared to that. 

Mr. Canrtexp. The absorption of $500,000? 

(Discussion off the record.) 

Admiral Ricumonp. I think we are getting our words a little 
mixed up here. 
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We did not increase in 1959. Now, then, on that base we came 
in for 1960. 

Mr. Canrievp. Not asking for any increased base ? 

Admiral Ricumonp. Increased pay, yes. In other words, that 
program was geared to the pay rates then in existence, so I cannot 
say in 1960 we are absorbing. I mean, you have to define your terms. 

Mr. Canrietp. Well, I mean that is my impression. You are also 
required to spend $950,000 additional, not contemplated in the 
budget for 1960? 

Admiral Ricumonp. Off the record. 

(Discussion off the record. ) 

Mr. Fives. Mr. Chairman, on behalf of the Treasury Department 
and on behalf of the Coast Guard, I want to thank you very much 
for your time and patience and the very interested attention that 
all of you are giving to these problems. 

Mr. Gary. Thank you, Mr. Flues. 
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